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“What in the world does ‘yoots of rbo 18rb’ mean?” 


soss: I can’t decipher this carbon copy! Look here, 


for example . . . what does that say? 


Girt: Why, it says: “‘yours of the 18th”... you 
gust have a badly blurred copy! 


Boss: I'l] say it’s blurred! With all the money 
this office spends for carbon paper, why don’t we 
get copies a man can read? 
Girt: Because one piece of the carbon paper we use 
simply won’t give us enough good, legible copies 
and our office doesn’t like us to throw it away 
too soon. 
soss: Then why do we use it? There must be 
good carbon papers! 
Girt: Of course. But the supply department thinks 
it is economical to buy this cheap paper. But they’re 
wrong. Actually, a good carbon, like Roytype* 
Park Avenue, made by Royal, is more economical 
because it can give many more clear, legible copies! 
And Park Avenue carbon paper will not “tree” 
. will not smudge, smear, offset, or get your 
fingers dirty! 


Boss: And you're sure we'd really save money by 

using Park Avenue? 
Girt: Certainly. The Royal representative told me 
that if you had paid $115 for a standard type- 
writer, and if you have used it five years, you have 
bought for it $115 worth of carbon paper and rib- 
bons. With Roytype* Park Avenue carbon papers, 
and Roytype* ribbons, you can cut those costs ma- 
terially! 

Boss: That settles it! Tell the supply department that 

we start using Roytype* carbon papers and ribbons 


ROYAL 


MAKERS OF ROYTYPE* CARBON PAPER 
AND RIBBONS 


right away! 


"Keep 'em Typing" 





*Trade Marks Reg. U. S. Pat. Off. Copyright 1942, Royal Typewriter Uo.. Ine 











oo ae eNO Ae EN RNB EE 














































PRODUCTION — Write your parts order or assembly 
order once. Use it 20 to 30 times for repeat orders. 
Reproduce shop copies, schedule board copies, move 
tickets, route tags, material requisitions, and labor 
tickets. Eliminate 90% of all rewriting on parts or 
assembly orders. Save 24 to 36 hours in getting orders 
into the shop. 


PAYROLL—From one writing of one form Ditto 
gives you in less than a minute every form you need 
for recording your employees payroll, including pay- 
roll summaries, historical earnings record, the actual 
checks or envelopes, and receipt forms. There is no 
other writing; no elaborate personnel, involved sys- 
tems or costly machines. 


PURCHASING—Another one-writing Ditto method! 
First and only writing will give you all bid requests, 
all purchase order copies, all delivery receipts for one 
or a dozen partial deliveries. — — being used every 
day by America’s outstanding defense industries. 


ORDER & BILLING—Ditto cut its teeth on this 
method. Used by thousands of America’s foremost 
manufacturers for 30 years or more! From one writing 
you get all orders and shipping copies, all invoice 
copies, and if you wish, sales analysis slips. Orders 
may be written by salesmen in the field or by typists 
in branch offices or warehouses. Copies may be repro- 
duced at the home office or in branch factories. No 
method provides such flexibility, none can match its 
error-proof control. 


DITTO, INC. 


2222 W. HARRISON STREET © CHICAGO, ILLINOIS 
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and Inadequate Help? 


War is a grim, relentless taskmaster. It brings a tremendous increase in 
the work to be done by your Accounting Department, and at the same 
time takes away many of your best-trained accounting employees. 


Every self-respecting American wants to do a good job during these emergency days. 
Every man or woman on your staff wants the payroll summaries to be prepared cor- 
rectly and on time; wants to get the billings out promptly and without error; wants 
to file those labor tickets and material requisitions correctly. 


But because they do not understand the relation of each job to all the other opera- 
tions in the accounting sequence, untrained employees cannot be expected to han- 
dle details in the order of their importance, and serious delays and errors occur. 


In contrast to the days when it was easier to replace people than to train them, you 
are now being SQUEEZED between high pressure production on the one hand and 
a serious shortage of competent help on the other. 


But there is a way out for you. Without losing any time from their regular work— 
and without taking any of your personal time—your employees can quickly and 
steadily, every day, become more valuable to your company, through the special 
new plan created by the International Accountants Society. 


This plan works—so successfully that some of America’s greatest corporations are 
using it. Yet it applies equally as well to smaller companies. It cannot be fully 
explained in this small space. 


Let us explain how this plan can help you solve your own manpower-shortage 
problem. Write TODAY for complete information. There is No Obligation. 


nternational ; eee ociety, Inc. 
“A Correspondence School Since 1903 


3411 S. MICHIGAN AVE. .. . CHICAGO, ILL. 
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DATES AHEAD 


October 


October 1—Philadelphia 

October 6—Buffalo, Twin 
Cities 

October 7—Bridgeport 

October 8—Dayton, Hartford 

October 12—Kansas City 


October 13—Cincinnati, Cleve- 
land, Milwaukee 

October 14—Baltimore, Chat- 
tanooga 

October 15—Los Angeles, San 
Francisco 

October 20—New 
Syracuse 

October 21—New York City 

October 26—Pittsburgh, St. 
Louis 

October 27—Chicago, Detroit, 
District of Columbia, Houston 


England, 


October 28—Indianapolis, Roch- 
ester 


October 30—Louisville 


November 
November 3—Buffalo, Twin 
Cities 
November 4—Bridgeport 
November 5—Philadelphia 
November 9—Kansas City 


November 10—Cincinnati, 
Cleveland, Milwaukee 

November 11—Baltimore 

November 12—Chattanooga, 
Dayton, Hartford 

November 17—Syracuse, New 
England 

November 19—Los Angeles, 
New York City, San Francisco 

November 23—Pittsburgh, St. 
Louis 

November 24—Chicago, De- 
troit, District of Columbia, 
Houston 


November 25—Indianapolis, 
Rochester 


November 27—Louisville 


Note: These are scheduled dates. 
Some changes may be made. 
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Editorial Comment 


Business Fumbling Proxy Situation 


USINESS is fumbling around with the proxy sit- 
B uation, now under study by the Securities and 
Exchange Commission, instead of taking a positive 
stand and adopting vigorous methods in opposition 
to the proposed promulgation of stringent amend- 
ments of the regulations of the SEC which govern 
the issuance of proxy calls to stockholders of cor- 
porations. 

The time is growing short in which effective ac- 
tion may be taken. The Commission appears to be 
planning to issue some stringent and far reaching 
new rules this fall, possibly in October or early 
November, which would become effective about the 
first of the year and govern the making of plans for 
calling annual meetings of corporations early in the 
new calendar year. 


W hat Is Proposed 


ATE in the summer the SEC sent out to various 
organizations and individuals, drafts of proposals 
which it announced had been made by a subordinate 
in the legal department, for amendment of the reg- 
ulations governing the issuance of proxy calls. No 
member of the Commission itself has as yet ex- 
pressed himself, so far as is known, as favoring the 
proposed amendments. For that matter, no member 
of the Commission has as yet, so far as is known, 
expressed himself as opposing the proposed amend- 
ments. It is not customary for them to do so publicly. 
What the proposed amendments are is disclosed 
by indirection and inference in a letter written to a 
member of the legal department of the SEC by Mr. 
S. W. Duhig, chairman of the Committee on Coop- 
eration with the Securities and Exchange Commis- 
sion, of the Controllers Institute of America. 
Mr. Duhig’s letter appears in this issue of THE 
CONTROLLER. Careful reading of this letter is urged 
upon controllers generally. Cogent and convincing 


reasons are set forth by Mr. Duhig why there should 
not be any amendment of the proxy regulations in 
these times of shortage of help in controllership and 
other divisions of business concerns, and why certain 
specific proposed amendments of the regulations are 


opposed. 


Regulations Equivalent to Law 


i HESE proposed new proxy regulations consti- 
tute legislation affecting business—important 
legislation with the possibility of far reaching ef- 
fects. And how is this legislation enacted ? 

A blanket provision is written into a general Act 
setting up the powers and purposes of the SEC in a 
specific field. This blanket provision simply em- 
powers the Commission to prescribe regulations gov- 
erning the issuance of proxy calls, and specifying 
their contents and manner and time of issuance. 

Few business men and perhaps few members of 
Congress realized, years ago when this piece of leg- 
islation was before Congress, what implications and 
possible ramifications were wrapped up in this par- 
ticular section. At any rate, vast powers were given 
to the Commission, not only with respect to proxies 
but in many other directions. 

And now comes the urge to implement this proxy 
section more strongly and to put it to work in a more 
detailed way, which to say the least would be hamper- 
ing and restrictive in its effects on business operations. 


Might Prevent Annual Meetin gs 


ie is proposed to load down proxy calls to stock: 
holders with so much miscellaneous detailed in- 
formation that the calls would become small vol- 
umes of printed matter. Mr. Duhig’s letter tells 
what that would mean. It might become impossible 
to obtain sufficient proxies to permit the holding of 
annual and special meetings. Thus the business of a 
given concern might be seriously impeded. 
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The Controller, October, 1942 


A Public Hearing Suggested 


7 is suggested most respectfully that the SEC call a 
public hearing on these proposed amendments of 
the proxy regulations, and that sufficient time be al- 
lowed for all concerned to voice their opinions and 
objections to this contemplated legislation. 


Controllers Concerned 


HE concern of controllers with this situation is 

in large measure over the additional burden in the 
way of reporting, preparation of special statements, 
and the like, which is involved if the new regula- 
tions are promulgated as written. Some of the in- 
formation suggested for inclusion in the new proxy 
forms would naturally be provided by secretaries of 
corporations. In many instances the offices of secre- 
tary and controller, within a given company, are 
combined. Thus practically the entire additional 
burden would fall on one officer, the secretary-con- 
troller, in those cases. 

Reduction of reports, in volume and number, to 
governmental agencies, is a subject that is upper- 
most in the minds of the controllers these days. In- 
cidentally, they do not feel that any great social re- 
form or additional protection to stockholders would 
be effected by the proposed amendments of the 
proxy regulations. 


Advisory Committee on Questionnaire Forms 


RESIDENT T. C. McCobb, of The Controllers In- 

stitute of America, was asked recently to name a 
member of The Institute as one of a committee of five, 
representing various organizations, to act in an advi- 
sory Capacity to the Bureau of the Budget, in Wash- 
ington, in the work which it is undertaking, to coordi- 
nate, simplify, and reduce the number and extent of 
government questionnaires and requests for reports 
in various forms. 

Other organizations which have been asked to ap- 
point one member each to the Advisory Committee, 
are: Chamber of Commerce of the United States, Na- 
tional Association of Manufacturers, American Trade 
Association Executives, and American Retail Federa- 
tion. 

Mr. H. Parke Thornton, vice-president and con- 
troller of White Motor Company, Cleveland, was 
named by President McCobb as The Controllers In- 
stitute’s representative on that committee. The names 
of the appointees who will represent the other organ- 
izations have not been announced as yet. 

Harold D. Smith, Director of the Bureau of the 
Budget, wrote that among the responsibilities of the 
Bureau is ‘to plan and promote the improvement, de- 
velopment and coordination of Federal and other sta- 
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tistical services.” ‘The Bureau, Mr. Smith added, 
“requires that all questionnaires and report forms 
proposed by other Federal agencies shall be submitted 
to it for review and approval, and we have recently 
arranged to attach to all approved forms an approval 
number, in the absence of which, after January 1, 
1943, the public will be without obligation to respond 
to any such Federal request.” 

This is a large order, and controllers generally will 
be delighted if the Bureau of the Budget can enforce 
its authority to the letter. If it can, a heavy burden 
will have been lifted from the shoulders of control- 
lers, who will of course extend all possible technical 
assistance and advice to aid in carrying out this pro- 
gram. 

The Bureau of the Budget wishes to have, in con- 
nection with this work, “the counsel of those who are 
intimately aware of the problems to which govern- 
mental requests for information give rise in business 
offices. Such counsel would often be helpful, both 
when report forms are being drafted and when they 
are being reviewed by this Bureau.” 


Controller Must Operate in New Field 


OHN A. DONALDSON has the faculty of putting 

much meaning into a few words. The immediate 
past-President of The Controllers Institute of America 
did just that in his Presidential address to the mem- 
bers of The Institute at the Eleventh Annual Meeting 
in Chicago—the largest such meeting in the history 
of The Institute. Speaking of the future, he said: 

“There is every indication that controllership now 
has before it again an even greater responsibility and 
opportunity. This time it is in service to business and 
government. This is largely due to two great forces 
now in motion that are vitally affecting every business 
in the country. The first is the stupendous war effort 
in which increased production by industry is of prime 
importance. At the same time there continues the 
inescapable movement that for a number of years has 
been surely turning our country toward a new con- 
cept of the relationship between capital, labor, man- 
agement, and government.” 

This means greater responsibilities for controllers, 
Mr. Donaldson points out. 

And to these conclusions Mr. T. C. McCobb, newly 
elected President of The Institute, adds: 

“Regardless of the personal inclinations and limi- 
tations of a controller, he must operate today in a new 
field that is both wider and more difficult than form- 
erly.” 

It is apparent that the controller must carry a 
heavier load than formerly. It is something, at least, 
to know what to expect. 














Eleventh Annual Meeting of Controllers | 











September 21, 22, and 23, 1942, 
must be recorded as the most pro- 
ductive three-day period in the his- 
tory, and service, of Controllership 
in the United States of America. 

On those days upwards of 1,450 
controllers and financial officers of 
American business concerns, Govern- 
ment officials and other visitors, as- 
sembled in Chicago for the Eleventh 
Annual Meeting of The Controllers 
Institute of America, participated in 
extensive and thorough reviews and 
studies ~of current problems in con- 
trollership, and related subjects. 


OVERFLOW MEETINGS THROUGHOUT 
THREE-DAy PROGRAM 


Overflow meetings testified to the 
great interest of these men in the sub- 
jects presented in a closely packed 
program, and in the speakers. Rene- 
gotiation procedures, federal taxes, 
and post-war problems of controllers, 
claimed the attention of large num- 
bers; and the same can be said of the 
other subjects presented—treports by 
industry to government, inflation con- 
trols, civilian goods inventory limita- 
tion, and business prospects for 1943. 

Hundreds of commendatory com- 
ments by controllers, many of them 
in letter form, indicate wide spread 
appreciation by controllers of the 
service performed by their national 
organization in helping them to meet 
the emergency problems which the 
war has presented. 


PRAISE FOR CHICAGO CONTROL, 
AND CONVENTION COMMITTEE 


To the Chicago Control, of The 
Controllers Institute of America, and 
to the committee which organized 
and presented this most comprehen- 
sive program, great credit must be 
given, first for making such a careful 
analysis and selection of the prob- 
lems concerning which current in- 
formation was needed, and second 
for assembling a group of speakers 





JOHN A. DONALDSON 


Retiring President, Controllers Institute 
of America 


best qualified to present those sub- 
jects. 

The complete cooperation of gov- 
ernment officials aided in making 
these sessions helpful and productive. 
Official Washington recognized that 
controllership is in a front line posi- 
tion in the battle of production, and 
that controllers are meeting new re- 
sponsibilities imposed not only by 
Government but by individual com- 
panies. Controllers have been found 
by official Washington to be indis- 
pensable to it in its direction of eco- 
nomic moves and in solving financial, 
inflation, and other war problems. 

The contrast between the recogni- 
tion accorded to controllership in this 
war, and that which prevailed in 
World War I, was striking. As the 
newly elected President of The Insti- 
tute, Mr. T. C. McCobb, controller 
of Standard Oil Company (New Jer- 
sey) pointed out, if there had been 
no organization of controllers in ex- 
istence at the declaration of war last 
December, it would have been im- 
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perative to form one at once, to fa- 
cilitate the handling of the emergency 
responsibilities of these officers of 
business concerns. 

Mr. Edwin W. Burbott, of A. B. 
Dick Company, Chicago, general 
chairman of the affair, was warmly 
congratulated by hundreds, on the 
success of the affair. He shared these 
congratulations with Mr. Frank L. 
King, controller of Continental II- 
linois National Bank & Trust Com- 
pany, Chicago, who served as chair- 
man of the Program Committee. 

Mr. John A. Donaldson, who as 
President of The Institute during the 
past year, worked unceasingly with 
the committee and inspired it with his 
enthusiasm and suggestions, was com- 
plimented highly by members of the 
Institute and others on the success of 
this largest annual meeting in the 
history of The Institute, and on its 
outstanding service to controllers, and 
to business concerns. 


PRAISE DONALDSON’S LEADERSHIP 


The affair was the product of 
months of careful planning which 
justified fully the time and effort 
which were involved. The officers 
and directors of The Institute, and 
presidents of Controls, in a testimo- 
nial dinner tendered to President 
Donaldson on the eve of the opening 
of the Annual Meeting, said of him: 

“That our Institute has acquitted it- 
self creditably is due in large measure 
to the leadership it enjoyed under its 
first war president. It is fitting on this 
occasion for us, his fellow officers, 
directors and associates, to express 
our appreciation of the far-seeing 
manner in which the affairs of our 
Institute and the interests of control- 
lership generally have been handled 
by our genial President, under condi- 
tions of stress and turmoil. We testify 
here to that appreciation and to the 
esteem in which we hold the man who 
has served us so well, and wish him 
health and happiness over a long span 
of years to come.” 
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Comments on National Meetin g in Chica go 








CONVENTION WILL LONG 
BE REMEMBERED 


ARTHUR R. TUCKER, 
Managing Director: 

I intended to write you last week and 
congratulate you and all of those who 
have had a part in preparing the final 
program for the Chicago meetings. It 
is about the best piece of work I have 
ever seen in this respect, and in talking 
with some of our own members I find 
the printed program has made for some 
of them the decision to go. For myself, 
I expect to come back with a new view- 
point on things and a great many new 
ideas, and if I fail to do so it will be 
because I was unable to absorb them for 
the ae itself seems most fertile as pre- 

ared, 

I should like to add for yourself, Mr. 
Kelley, and the staff the most enthusiastic 
congratulations for the marvelous job that 
was done in every detail in preparing for 
and carrying out the Chicago Convention. 
It will long be remembered not only for 
its educational aspects but for the in- 
spiring social gatherings and contacts. 
Everyone with whom I have talked is pro- 
fuse in his enthusiastic endorsement of the 
convention in all of its phases. 


Haro_p C. Stott 
Philadelphia 


MEETING INCREASED INSTITUTE’S 
PRESTIGE 
ARTHUR R. TUCKER 
Managing Director 

It may be out of place for a member 
of the Chicago Control to comment on the 
recent annual meeting of The Controllers 
Institute of America. However, since my 
only part in this convention was that of 
a participant, I feel at liberty to comment 
on it. 

Meetings of an organization such as The 
Controllers Institute of America should 
serve three major purposes: 

. Furnish the opportunity for the consid- 
eration of current problems of members. 
. Provide the opportunity for renewal of 
acquaintances and exchange of ideas be- 
tween men who, except on such oc- 
casions, are widely separated. 
. Furnish favorable publicity and increase 
the prestige of the organization. 
The recent Annual Meeting of The Con- 
trollers Institute of America accomplished 
these three purposes. There can be no 
doubt that the prestige of The Institute 
throughout the Middle West was increased 
by the recent convention. The congested 
conditions at the hotel were, I believe, gen- 
erally accepted as the direct result of war- 
time conditions and in no way reflected 
on the handling of the convention. 

The technical sessions were outstanding, 
even though there may be a basis for the 
criticism that too much was crowded into 
too short a time. 

The Controllers Institute of America 
proved to this section of the country that 
it is an outstanding organization. I wish 
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that my circumstances were such that I 
could have a more active part in the work 
of The Institute. 
N. L. McCutty 
Bauer & Black, Chicago 


AHEAD OF ANYTHING INSTITUTE 
HAS HAD 


ARTHUR R. TUCKER 
Managing Director: 

I want to take this occasion to reiterate 
what I said to you at Chicago concerning 
the wonderful success of this annual meet- 
ing. I think the attendance and the inter- 
est in what was going on were a surprise to 
everyone. In all of the technical sessions 
that I attended, and all of which you will 
recall were crowded, there was intense in- 
terest on the part of all. The program 
was an outstanding one and I think it was 
a big drawing card. 

I believe the experience has shelved the 
old idea that our annual meeting cannot be 
held successfully anywhere except in New 
York, and I hope that ghost has been laid 
away forever, although it will probably take 
two or three such experiences to demon- 
strate it definitely. The details of handling 
the convention were perfect. 

I think the National Office and the Chi- 
cago Control are entitled to all the con- 
gratulations in the world for having put 
on a convention that is certainly far ahead 
of anything we have had to date. 

PAUL J. URQUHART 
Aluminum Company of America 
Pittsburgh, Pennsylvania 


SPEAKERS PREPARED PAPERS 
THOROUGHLY 


ARTHUR R. TUCKER 
Managing Director: 

I just want to say to you that I think 
the convention of The Controllers Institute 
was the best all-around convention I have 
ever attended. One could not avoid being 
impressed by the tremendous amount of 
work put into the plans for the conven- 
tion, and the thoroughness with which the 
speakers had prepared their subjects. 

J. H. Harpy 
Chattanooga Medicine Company, 
Chattanooga, Tennessee 


APPRECIATES GOOD JOB 
WELL DONE 
ARTHUR R. TUCKER 
Managing Director: 

The Detroit Control was represented by 
at least 21 members at Chicago, and as 
President of the Detroit Control I am ex- 
pressing the views of these members and 
myself when I extend to you, Mr. Donald- 
son, Mr. Burbott and others involved in 
the arrangements for the very excellent 
Eleventh Annual Meeting of The Institute, 
our sincere thanks and appreciation for a 
good job well done. 

GEORGE W. SCHWARZ 
Michigan Alkali Company, 
Wyandotte, Michigan 
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APPRECIATES SERVICE BY 
TECHNICAL COMMITTEE 


R. S. HOLDEN, Chairman, 
Committee on Technical Information and 
Research, Controllers Institute of America. 

Your letter of September 14 gives me a 
thoroughly satisfactory answer to my ques- 
tion relating to the statement of accrued 
liability for current Federal income taxes 
on the Balance Sheet. 

I not only appreciate the way you han- 
dled this matter for me but wish to thank 
the members of your committee for their 
cooperation. 

Homer P. Gorr, 
American Maize-Products Co. 
New York, N. Y. 


COMMENDS REPORT ON 
POSTWAR PROBLEMS 


ARTHUR R. TUCKER 
Managing Director 

If the supply is available, I would appre- 
ciate your sending me twelve copies of 
“War-Time Planning To Meet Post-War 
Problems” which was so excellently pre- 
pared by Mr. Lindahl and his committee. 
I want to send copies of it to my several 
friends in business. 

The aforesaid, in my opinion, is posi- 
tively the best check sheet I have seen, or 
expect to see, on the subject, about which 
management, let alone executive account- 
ants, should be on their toes. To me, it is 
a program to follow in anticipation of fu- 
ture business, financial and Government 
dealings, as well as a guide for a sort of 
audit of those dealings as one goes along. 

I am confirmed in the opinion that Mr. 
Lindahl and his committee have, in pre- 
paring the booklet, performed a signal 
service to the business community. 

I would also appreciate your sending 
me two more copies of THE CONTROLLER 
for August, 1942. 

J. W. Hooper 


American Machine & Foundry 
Company, Brooklyn 





| PHOTOGRAPH OF ANNUAL 
DINNER 


| The picture of the Eleventh 
| Annual Dinner of members of 
The Institute and visitors 
which appears in this issue of 
“The Controller,” was taken 
by Kaufmann & Fabry Com- 
pany of 425 South Wabash 
Avenue, Chicago. Unmounted 
glossy prints of this photo- 
graph may be had at a price of 
$1 each by addressing the 
photographers direct. 




















Preliminary to my discussion and so 
that there will be no misinterpretation 
of my observations, I should like to 
make two comments: (1) I have no 
criticism to make of the renegotiation 
administration as being now carried 
forward by the Contract Price Adjust- 
ment Boards. They have been given a 
difficult, if not an impossible, task and 
are approaching the administration of 
this task in an understanding and co- 
operative attitude. (2) I hold no brief 
for a corporation that is using this war 
program as a means for making exces- 
sive and unconscionable profits.—Our 
company has been for a year active in 
voluntarily reducing prices so as not to 
get in the position of retaining uncon- 
scionable profits. 

The subject assigned to me in the 
program is ““A Summarization of the 
Problem of Renegotiation,’ but as 
given to me in advance it was “A 
Summarization of the Problem and 
Constructive Suggestions for Its Im- 
provement.” I wish they had stated 
“constructive suggestions” rather than 
“constructive suggestions for its im- 
provement.” My suggestion would have 
been a repeal of the Act. I hardly know 
how to make constructive suggestions 
for its improvement, as it is extremely 
difficult to improve anything that is as 
impossible as Section 403 of Public 
Act 528, the Sixth Supplemental Na- 
tional Defense Appropriation Act of 
1942. I unqualifiedly recommend its 
repeal rather than attempt an improve- 
ment. 


DANGEROUS AND UNNECESSARY 


I know of no piece of legislation 
that has given management of manu- 
facturing industry as much concern as 
this act. In my opinion, it is one of 
the most far-reaching, dangerous and 
unnecessary pieces of legislation that 
has been enacted by any Congress of 
the United States. (Applause) 





The Dangers and Inequities of 
Contract Renegotiation 


By Roscoe Seybold 


Throughout Section 403 reference 
is made to renegotiation of contract 
price. Webster defines negotiation— 
“To treat with another with a view to 
coming to terms upon some matter.” 
The Act, in giving definition to words, 
states that “renegotiate and renegotia- 
tion include the fixing by the Secre- 
tary of the Department of the contract 
price.” While my company has not 
had actual experience in final rene- 
gotiation of a contract price, I have 
heard of other corporations that have 
been before the committees for rene- 
gotiation in which the corporation has 
been told by the Secretary’s representa- 
tive the amount of profit permissible, 
rather than this being arrived at 
through the formality of renegotiating 
as defined by Webster. 


RENEGOTIATION FOR LOSSES 


The sections of the Act specifically 
refer to renegotiation when, in the 
opinion of the Secretary, excessive 
profits have been realized or are likely 
to be realized. In this connection the 
question has been raised as to whether 
or not consideration would be given to 
requests for renegotiation where in the 


opinion of the contractor the profits 
are too low. Considering the drastic 
terms and conditions under which cor- 
porations are expected to accept con- 
tracts at present, the freedom with 
which the government agencies can 
change the manufacturing conditions, 
and the possibilities of labor and ma- 
terial price increases, there is a great 
possibility that the contracts may show 
the manufacturer a loss or extremely 
low profits. It would seem only proper 
that, if we must have such a law, tre- 
negotiation should recognize the ad- 
visability of increasing profits to the 
contractor as well as returning excess 
profits to the government. 

As an example, one manufacturer 
accepted a contract to deliver 20 units 
of a given product per month. Subse- 
quently, and prior to Pearl Harbor, this 
amount was increased to 100 units per 
month. After Pearl Harbor the Pro- 
curement Department increased the 
quantities to 200 units per month. 
Some months later, when the shortage 
of materials developed, the Procure- 
ment Department decreased produc- 
tion to about one third, or 65 to 70 
units per month. The corporation had 
gone to the expense of expanding fa- 








Seybold declared of this Act: 


States.” 





THREE YEARS OF UNCERTAINTY, LACK OF CREDIT, 
DIVIDEND GUESSING, AND MEANINGLESS BALANCE 
SHEETS AFTER THE WAR 


That is what Mr. Seybold, a former President of The Control- 
lers Institute of America and presently Vice-President and Con- 
troller of Westinghouse Manufacturing Company, Inc., sees as 
the contribution to postwar reconstruction under Section 403 of 
Public Act 528, which provides for renegotiation of war contracts. 

This paper was delivered before the Eieventh Annual Meeting 
of The Controllers Institute of America in Chicago, where Mr. 


“‘In my opinion, it is one of the most far-reaching, 
dangerous and unnecessary pieces of legislation that 
has been enacted by any Congress of the United 


—THE EDITOR 

















cilities and employing many workmen. 
With the curtailment, because of scar- 
city of materials, he was compelled to 
release some 1200 to 1400 employees. 
Under Public Act 528 this contract 
price might have been renegotiated on 
the basis of the 200 units per month. I 
question whether or not, with the price 
once renegotiated on that basis, it 
could have been increased to meet the 
conditions of the lower production 
rate. 


SECRETARY OF DEPARTMENT SAYS 
WHAT Excess PROFITS ARE 


The Act speaks of excessive profits 
but furnishes no basis or standard for 
determining excessive profits and 
leaves it entirely to the discretion of 
the Secretary of each Department. The 
administration is with the Secretaries 
of the War Department, the Navy De- 
partment, and the Chairman of the 
Maritime Commission. The Act au- 
thorizes the delegation of authority— 
unprecedented delegation of power. 
Sub-section (f) of Section 403 dele- 
gates authority in these terms: 


“The authority and discretion herein 
conferred upon the Secretary of each De- 
partment, in accordance with regulations 
prescribed by the President for the protec- 
tion of the interests of the Government, 
may be delegated, in whole or in part, by 
him to such individuals or agencies in such 
Department as he may designate, and he 
may authorize such individuals or agencies 
to make further delegations of such au- 
thority and discretion.” (1 maintain that 
that is an entirely unprecedented delegation 
of power.) 


LACK OF STANDARD LEAVES ROOM 
FOR DISCRIMINATION 


Under this type of administration 
it can only be expected that the final 
determination of what constitutes ex- 
cessive profits may vary over a wide 
range, depending upon the personal 
opinion of the individual to whom au- 
thority has been delegated. In fact, the 
War Department appears to contem- 
plate the exercise of renegotiation 
powers by each contracting officer, since 
the War Department’s standard form 
of renegotiation clause defines the term 
“secretary” as including his duly au- 
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thorized representative, “including the 
contracting officer.” 

The chances are that in many cases 
the person to whom this authority has 
been delegated will not be competent 
to determine the effect of his decision 
upon the financial structure of the cor- 
poration. Two companies widely lo- 
cated and which under normal condi- 
tions are wholesome competitors could 
possibly be subjected to different inter- 
pretations of what constitutes excessive 
profits to the extent that one of these 
corporations might be forced out of 
business, while the other might have 
such an interpretation as to enhance its 
financial structure. 

The Act itself mentions that ‘the 
Secretary is authorized and directed 
whenever in his opinion excess profits 
have been realized... .. ” It does 
not give any basis for the development 
of that opinion. The directives from 
the Departments, however, list a large 
number of items to be taken into con- 
sideration in determining if and to 
what extent there are excess profits, as 
follows: Profit in pre-war years—per- 
centage of profit allowed to other com- 
panies manufacturing similar goods— 
the nature of the contractor’s business 
—its position in the industry—the 
contractor’s financial history, including 
the growth of the equity—current bor- 
rowings—working capital—dividend 
policy—the ownership of the equity 
capital—afhliations of directors and 
officers—the inter-company relation- 
ships—patent and royalty agreements 
—the extent of conversion of the 
contractor’s facilities to the wartime 
basis—the contractor’s contribution to 
the war effort—its cooperation with 
the government and with other con- 
tractors—the use of its own facilities 
and funds—subcontracting—the gov- 
ernment’s contribution to the contrac- 
tor’s operations—relative efficiency— 
quality of production—rate of delivery 
or turnover—inventive contribution— 
economy in use of materials—efficiency 
in lowering costs—risk in increase of 
labor and material cost—trisk of inex- 
perience with new types of production 
—risk of complexity of manufacturing 
technique—trisk of delays attributed to 
unavailable materials. 
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IMPRACTICABILITY—OR IMPOSSIBILITY 
OF Fair DETERMINATION 


I submit to you the impracticability, 
if not the impossibility, of giving con- 
sideration to all these items and arriv- 
ing at a determination of excess profits 
that is equitable and fair to all con- 
tractors in the war effort and as be- 
tween the various contractors. How 
would you approach the problem of 
determining the relative efficiency as 
between General Electric, Westing- 
house and Allis-Chalmers ? 

There is the problem of the heavy 
goods industry that at best is a cyclical 
business with often very short cycles. 
An example is the machine tool indus- 
try which during this emergency is go- 
ing all out on machine tool produc- 
tion, and in all probability will face a 
business famine at the end of this 
emergency as the machine tools being 
built for war production, especially 
those delivered in the latter months of 
that period, will undoubtedly be turned 
into peace-time production and there 
will be no market for years. It would 
be unfair to consider that industry in 
the same profit class with an industry 
that can look forward to a reasonable 
activity in the postwar period. 


DISALLOWANCES OF SUB-SECTION (D) 


Sub-section (d) of the Act refers to 
the disallowance of certain items of 
expense, among which are “‘unreason- 
able salaries” and “excessive reserves.” 
Reserves for such items as engineering 
development —advertising—plant ex- 
pansions—maintenance of property— 
and so on, might appear to be exces- 
sive in the eyes of the government. 
However, our industrial corporations 
were able to accomplish this stupen- 
dous production program because of 
their management programs over many, 
many years and if this nation is to sur- 
vive, these same industrial corporations 
must come through this emergency 
with the same high degree of ability 
with which they entered it. 

In my opinion, in order to do this 
they must retain in management that 
same talent, or its equivalent, and carry 
forward an aggressive program, by the 
continuation of engineering develop- 
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ments, publicity and advertising and 
by creating sufficient reserves to pro- 
vide for inventory losses that cannot be 
determined today—losses in connec- 
tion with the cancellation of orders— 
separation allowance for those em- 
ployees who will not be needed in the 
postwar period—and the heavy de- 
ferred plant maintenance program. In 
my opinion, this ability will not exist 
if the administration insists on the dis- 
allowances set forth in sub-section 


(d). 


WHAT CONTRACTS CAN BE 
RENEGOTIATED ? 


There is the question as to what 
contracts are subject to renegotiation. 
I plied that question to one of the 
Board representatives at Washington 
and was told that it applied to any con- 
tract or subcontract placed by the War 
Department, Navy Department, Mari- 
time Commission, Defense Plant Cor- 
poration, or Lend-Lease. On the same 
day another Board representative from 
Washington stated that, upon advice 
of counsel, he would have to state his 
opinion that renegotiation applied only 
to contracts and subcontracts of the 
War Department, Navy Department 
and Maritime Commission, as the law 
seemed to be specific as to these de- 
partments. 


DIVISION OF AUTHORITY 


Representatives of the Contract Price 
Adjustment Boards have told us that 
they are approaching the problem by 
renegotiating excessive profits for the 
company as a whole. In my opinion, 
this is the only way the job can be 
completed and is a more equitable 
basis so far as the contractor is con- 
cerned; however, the law seems spe- 
cific in that it states that the Secretary 
of each Department is authorized and 
directed, whenever excess profits are 
realized or are likely to be realized 
from any contract of the contractor or 
from any subcontract thereunder, to 
require the contractor or subcontractor 
to renegotiate the contract price. We 
all know that government agencies are 
sticklers on living up to the terms of a 
law or terms of the contract, and I am 
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wondering how these Price Adjustment 
Boards have been able to assume the 
authority to deal with a company as a 
whole. There is no assurance that if 
the contractor reaches an agreement 
with one Price Adjustment Board for 
the company as a whole and makes 
return of profit under that agreement, 
that a procurement officer of another 
department will not demand return of 
profit on an individual contract in- 
cluded in that showing, and in addi- 
tion to the amount returned to the 
original board. 

Sub-section (e) of the Act author- 
izes the Secretary of each Department 
to demand of the contractor statements 
of actual costs of production and such 
other financial statements at such time 
and in such form and detail as the Sec- 
retary may require, and goes on to stip- 
ulate the penalty to the contractor who 
fails or refuses to furnish this informa- 
tion. This section ends with this state- 
ment—'‘‘The powers conferred by this 
sub-section shall be exercised in the 
case of any contractor by the Secretary 
of the Department holding the largest 
amount of such contracts with such 
contractor, or by such Secretary as may 
be mutually agreed to by the Secte- 
taries concerned.” 

The Westinghouse Company, I am 
told, has been assigned to the Navy 
Contract Price Adjustment Board, to 
which board we have furnished or are 
furnishing all the detail, financial data 
and statements they have requested. In 
addition, we received questionnaires 
from the Army Board and furnished 
the required data. We have had re- 
quests from different Army procure- 
ment departments for actual costs of 
production—we have Army auditors 
in at least two of our plants and, 
within the past ten days, received a 
telegram from the procurement officer 
of the Army for overall company finan- 
cial data. Might I ask if we would be 
subject to the penalties of the subsec- 
tion if we refused the requests? Our 
counsel tells us not to risk these penal- 
ties. 


BALANCE SHEET MEANINGLESS 
FOR THREE POSTWAR YEARS 


Subsection (h) sets forth that this 
Act shall remain in force during the 





continuance of the present war and for 
three years after the termination of 
the war. With this law hanging over 
the heads of management until three 
years after the war, how are they going 
to be able to intelligently manage the 
affairs of their companies? They will 
have no assurance as to profits—the 
balance sheet will be meaningless— 
they will not be able to determine the 
amount they can expend for forward- 
looking development, and maintenance 
and upkeep of their plant and equip- 
ment. A dividend policy would be 
based only on a guess. Even after the 
contractor may have reached an agree- 
ment with the Secretary, I am told 
there is no assurance that a succeeding 
Secretary might not re-open the con- 
sideration of the contract and demand 
a lower price. 


CREDIT IN THOSE THREE YEARS 


Of the bankers in the audience, I 
might ask the question as to how they 
will look upon the credit of the con- 
tractor if he were to come to them for 
a loan and it was known that his finan- 
cial statements were subject to a pos- 
sible return of war profits for a period 
extending until three years after the 
cessation of hostilities. 


TREATMENT OF RENEGOTIATION 
IN TAX RETURNS 


What is the situation with regard to 
the treatment of excess profit renego- 
tiation in Federal income and excess 
profits tax returns? This is a very 
serious problem and must be cleared 
before any renegotiations are con- 
cluded. We are told that the Bureau of 
Internal Revenue will give full credit 
for these renegotiated profits and, in 
fact, the Bureau so ruled with respect 
to a particular set of facts in a letter 
addressed to Honorable Carl Vinson, 
Chairman, Naval Affairs Investigating 
Committee, House of Representatives, 
Washington, D. C. This ruling, how- 
ever, may be limited in its application 
and certainly does not cover all phases 
of the tax problems which may be in- 
volved in voluntary renegotiations, es- 
pecially those covering subcontracts. 

Up to the present, we are not aware 
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that any ruling has been published 
with respect to the tax effect upon re- 
negotiations of subcontracts. The West- 
inghouse tax counsel has been in con- 
tact with the Bureau of Internal Reve- 
nue in Washington for some time and 
has found the Bureau very cooperative 
in its efforts to dispose of individual 
cases but this procedure necessarily re- 
quires time which frequently delays 
the final adjustment under the con- 
tract. I have no doubt but what the 
Bureau will give proper consideration 
to this important situation and hope 
that it will issue a ruling which will be 
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sufficiently broad to guide the con- 
tractor in all voluntary renegotiations 
of prices under prime and subcontracts. 


A TAX PROGRAM Is More EQUITABLE 


In the beginning I mentioned this 
Act was far-reaching, dangerous and 
unnecessary. I believe that I have de- 
veloped the fact that it is far-reaching 
and that it is extremely dangerous to 
corporations. I consider it unnecessary 
in that the end to be accomplished, of 
elimination of excess profits, is amply 
cared for by the proposed corporation 
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tax bill now under discussion in Con- 
gress. I am entirely in sympathy with a 
program of taxation that returns to the 
Treasury all possible funds for the 
financing of our war program, and I 
believe all industrial corporations real- 
ize not only the necessity but the de- 
sirability of that sort of program. In 
my opinion, the return of excess prof- 
its to the government can be accom- 
plished more equitably and more 
efficiently by means of a properly de- 
veloped tax program than through the 
administration of legislation such as 
Public Act 528. 


Institute Committee Reports on Wartime 
Planning To Meet Postwar Problems 


One of the principal activities of 
the year, in the calendar of The Con- 
trollers Institute of America—a study 
of postwar controllership problems— 
produced a comprehensive report, 
“Wartime Planning To Meet Postwar 
Problems,” which made its appearance 
at the time of the Eleventh Annual 
Meeting, on September 21, and was 
distributed to members during that 
meeting. It has since been mailed to 
members who could not attend the 
Annual Meeting. 

The report has been given a most 
enthusiastic reception. One member 
wrote, concerning it: ‘The report is 
the best check sheet I have seen, or 
expect to see, on the subject, about 
which managements, let alone execu- 
tive accountants, should be on their 
er I am confirmed in the 
opinion that Mr. Lindahl and his com- 
mittee have, in preparing the booklet, 
performed a signal service to the busi- 
ness community.” 


COMMITTEE HEADED BY 
Oscar N. LINDAHL 


The booklet, of 56 pages, is the 
work of a special Committee of mem- 
bers of The Institute, of which Mr. 
Oscar N. Lindahl, financial vice-presi- 
dent of Carnegie-Illinois Steel Corpo- 
ration, and a former President of The 
Institute, is chairman. 


Some of the headings in the report 
are: Financial Structure and Policies; 
Accounting Policies, and under this 
general heading appear, Inventories, 
Receivables, Property Valuation and 
Depreciation, Specific Reserves for 
War and Postwar Losses, Receipts and 
Costs, Expense Control; Current and 
Postwar Problems Arising from War 
Contracts; Postwar Utilization of Sur- 
plus Plant Facilities; Organization and 
Personnel; Relations with General 
Public, Customers and Stockholders; 
Tax Administration; Relations with 
Governmental Agencies; Controllers’ 
Services to Management; and The 
Way Forward, a section which closes 
with this paragraph: 

“Wartime planning to meet postwar 
problems means just this: analysis of 
current economic facts, interpretation 
of the current status and trends, and 
preparation of plans which can be ac- 





OPIES of the report, ‘’War- 
time Planning To Meet 
Postwar Problems,” are avail- 
able to non-members of The 
Controllers Institute of Amer- 
ica at $1 a copy. Address The 
Controllers Institute of Amer- 
ica, One East Forty-second 
Street, New York City. 











complished to satisfy more completely 
the needs of all peoples.” 
The Foreword states that the special 


’ Committee of Institute members which 


prepared this report was named ‘‘to 
make it possible for controllers to 
prepare themselves to meet the new 
problems of the war and postwar pe- 
riods,’” and further: 


To Put CONTROLLERS ON ALERT 


“This report is designed to put con- 
trollers on the alert concerning condi- 
tions which they may reasonably expect 
to find confronting them; intended 
also to suggest steps, many of which 
should be taken currently, to mini- 
mize the impact of changed conditions 
which may be encountered later.” 

A statement concerning the purpose 
of the report contains this paragraph: 

“Whether or not a given business 
will survive the reconstruction period ; 
whether it will emerge from these war 
and postwar trials intact, or with even 
a measurable portion of its capital 
structure preserved and ready to forge 
ahead into the new and unknown era 
which lies in the future, will depend 
in large measure on the manner in 
which provision is made now for 
maintaining capital structures of busi- 
ness enterprises through the uncertain 
times ahead. On such planning will 

(Please turn to page 508) 








A Controller Looks at the 


It requires considerable courage for 
anyone to start discussion of a problem 
so uncertain as this one, but I am one 
to feel that the action taken by all of 
us now will determine to a large extent 
the success with which we handle this 
problem after the war. There are those, 
of course, who feel that we should 
concentrate now solely on the winning 
of the war and leave for the future the 
solution of the postwar problems, but 
if our experience in the past is going 
to be of any value to us, we had better 
start giving some attention to these 
problems at the present time. 

Of course our first thought is of 
winning the war, but it is very clear 
that the actions which are taken to win 
the war will actually create the condi- 
tions for postwar. If ten million men 
are inducted into the armed services 
and 30 million people are employed 
to make war goods, then in the post- 
war period 40 million people must 
transfer from war activities to peace- 
time work and living. Again, if during 
war we create a $200 billion federal 
debt, we also create serious and intri- 
cate financial taxation problems for 
postwar. 

If to produce war goods we central- 
ize in governmental bureaus control of 
all facilities for production, transpor- 
tation, financing, and other business or 
economic activities, then after the war 
we must resume private and free enter- 
prise or submit to a totalitarian form 
of life. 

I do not believe that many people 
expect answers to be found to all of 
these problems; certainly this writer 
does not. But if we can do nothing 
more at this time than to put everyone 
on the alert so that he will be in a 
flexible position to adjust his opera- 
tions on short notice, our efforts will 
be worth while. 


By John C. Naylor 


THE Wor.tp Is ALways GOING 
To RuIN 


At the outset I think it should be 
mentioned that this writer does not 
share the pessimistic view taken by 
some, if not a large group, at the pres- 
ent time with respect to the prospects 
for the future. On many occasions in 
our world history things have looked 
very bad and predictions were made 
that the world would surely go to 
ruin. A review of some of these state- 
ments made over a period of time may 
make us relax our tension just a little, 
put us in better position to face the 
future bravely and give more confi- 
dence in our ability to forge ahead. 


In 1806 William Pitt said: ‘There is 
scarcely anything round us but ruin 
and despair.” 

In 1848 Lord Shaftesbury said: “Nothing 
can save the British Empire from ship- 
wreck,” 

In 1849 Disraeli said: “In Industry, Com- 
merce and Agriculture there is no 
hope.” 

In 1842 the dying Duke of Wellington 
said: “I thank God I shall be spared 
from seeing the consummation of ruin 
that is gathering about us.” 


Postwar World 


On September 2, 1942, just one- 
hundred years later, Dr. Hans Elias of 
Middlesex University, writing in the 
School Review published by the Uni- 
versity of Chicago, said: 


“The post-war world will be so poor 
that women will have to go back to their 
great-great-grandmothers’ spinning wheels 
and men to building their own houses. 

“There will be no cars, radios, washing 
machines or refrigerators in the world 
that will exist after the war. The masses 
of the people will be impoverished by the 
burdens which the war imposes upon ev- 
eryone. 

“There will be practically no export 
industry because the countries abroad are 
already completely exhausted. 

“There will be practically no import 
trade because whatever the destroyed 
countries produce they will need for 
themselves, and we shall no longer be 
wealthy enough to buy more than we 
need.” 


ENCOURAGING SIGN 


One of the most encouraging signs 
that has recently manifested itself is 
the amount of thought which is being 
given this problem at the same time we 
plan our war operations. Just a short 
time ago the Board of Economic War- 
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THE WORLD IS ALWAYS GOING TO RUIN 


Or at least there are always gloomy prophets to say that it is. 
Mr. Naylor is not one of these harbingers of a postwar shambles, 
| who would forecast an impoverished and socialist America in 
| which the harried citizen could look back fondly on the early 


In this address, delivered in September before the Eleventh 
Annual Meeting of The Controllers Institute of America at Chi- 
cago, Mr. Naylor, of the Pet Milk Company, summarizes the ef- 
forts that are being made by business and governmental organ- 
izations to prepare for the postwar world. While Mr. Naylor does 
not expect the bright Nirvana currently forecast by New Dealers, 
and indeed takes care to point out precautions that should be 
taken now by companies for their own protection, he believes that 
a stronger, richer America may come out of the war. 


—THE EDITOR 
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fare made a release indicating the ex- 
tent to which the Board had gone in 
assembling materials and improving 
the efficiency of mines and manufac- 
turers both at home and abroad in 
order to intensify the efforts of the 
United Nations in the war. A very 
significant paragraph was included in 
which it was stated that assistance is 
being given to the Army in preparing 
for the day when territory now occu- 
pied by the enemy will be taken over 
by the United Nations. The Board 
went on to say that the job of admin- 
istering such territory will not only in- 
volve military administration, but will 
also involve the operation of its indus- 
tries, the feeding of its people, the 
support of its currency, and the general 
rehabilitation of its economic life. 


Just Wuo Is INTERESTED 


A survey early this year by the 
Twentieth Century Fund revealed that 
there are more than 100 public and 
private agencies—government, indus- 
try, trade associations, philanthropic 
organizations—which have under way 
projects of some kind or other, either 
to determine the probable course of 
things or to influence them if possible. 
This group was composed of 35 gov- 
ernmental agencies, 33 private agen- 
cies, 11 industrial and financial organi- 
zations, 16 trade associations, and 
seven transportation groups. 

Among some of the federal agen- 
cies engaged in this postwar planning 
are the Board of Economic Warfare, 
already mentioned, the Postwar Divi- 
sion of the Department of Labor, Na- 
tional Resources Planning Board, Divi- 
sion of Research and Statistics of the 
Federal Reserve Board, and the Inter- 
bureau Committee on Postwar Plan- 
ning set up by the Department of 
Agriculture. Some of the private agen- 
cies are the Council for Democracy, 
Research Institute of America, Rotary 
International, National Bureau of Eco- 
nomic Research, National Planning 
Association, Chamber of Commerce of 
the United States, National Associa- 
tion of Manufacturers, and National 
Policy Committee. 
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Wuy THEY ARE INTERESTED 


One might well wonder why there 
is so much interest during the present 
war in what may come after the war 
when there was so little interest dur- 
ing the last war. During the period 
1917-18 there seemed to be no gen- 
eral interest in the peace that was to 
follow and all effort was directed to- 
ward the sole purpose of winning the 
war. As important as that is now, it 
would be unfortunate to come to the 
end of the war and find that we had 
won the war, but lost the peace. 

Some of the reasons for this differ- 
ence in thought is, no doubt, our con- 
sciousness of the tragic failure in our 
domestic relations after the last war. 
Ten years of depression and poverty 
in the midst of plenty, of economic 
dislocations and maladjustments made 
us familiar with planning on a grand 
scale, and whether we like it or not 
there is no doubt that more of this 
planning will be done after this war. 

There are of course those who be- 
lieve that this planning has been over- 
done, and that the cure is worse than 
the disease, but in any event the fact 
remains that much thought and consid- 
eration is being given now to the pos- 
sible effect of any wartime policy. If 
this planning does nothing more than 
to keep people on the alert and in a 
flexible position that will permit them 
to move one way or the other, depend- 
ing upon circumstances, the planning 
will have served a purpose. 


AFTER THE WAR—WHAT ? 


No better summary has been made 
of the probable conditions which will 
confront us at the end of the war than 
the following statement from Eric A. 
Johnston, President of the United 
States Chamber of Commerce. 

1. We will have the biggest plant 
capacity in our history—and the 
most modern; 

2. We will have the largest supply 
of raw materials, both natural and 
synthetic ; 

3. We will have the largest number 
of skilled workmen we have ever 
had; 

4, We will have the greatest pent-up 
demand for consumer goods; and 
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5. We will have the purchasing 
power with which to buy those 
goods—the largest amount of in- 
dividual savings in our history. 

Along with these conditions he lists 
the following unprecedented prob- 
lems which are likely to arise from 
them. 

1. Re-locate in peace-time employ- 
ment the millions of workers re- 
leased from the armed forces and 
the war industries; 

2. To switch over our plants and 
machine tools to production for 
civilian use; 

3. To make the kind and quantity of 
products the people need; and 

4. To sell and distribute goods on a 
basis which will prevent black 
markets, run-away prices and in- 
flation. 

The questionnaire recently sent out 
by the Chamber seeks to get the spe- 
cific facts needed in the solution of 
these problems and if this survey de- 
termines even in approximate amounts 
the nature and quantity of consumer 
goods which will be purchased, and 
develops also the approximate post- 
war capacity of our industrial plants, 
it will go a long way toward revealing 
the necessary steps to be taken for the 
quick reconversion of industry and the 
quick re-employment of workers to 
peace-time needs. 


SHIFTING MANPOWER 


In addition to the conditions out- 
lined by Mr. Johnston, there are two 
other important things which should 
be given consideration. 

One is a set of facts with respect to 
the shifting of our manpower and the 
other is the changed requirements of 
raw materials for wartime production. 
There has already been a tremendous 
dislocation of people and industry pro- 
duced by the war. 

It is estimated that in the 12 months 
of 1942 about 10 million men and 
women will have taken war-related 
jobs. From 4 to 5 million men will 
have joined the armed forces. Reports 
from Washington indicate that any- 
where from 4 to 6 million additional 
men will go into the Army and Navy 
during 1943. By the end of 1943 
three-fifths of all men available and 
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qualified for military service will prob- 
ably be in uniform. Meanwhile, addi- 
tional war workers will probably be 
recruited to the extent of 3 to 5 mil- 
lion. 

The probable rearrangement of the 
nation’s manpower (in millions of 
persons) will then look something like 
the following statement: 


Dec. Dec. Dec. 
1941 1942 1943 


Armed forces 2.0 $:2 9.0 
War workers 73.175: 200 
Non-war workers 29.4 20.8 19.0 
Farm workers 8.9 8.5 Ye, 
Self-employed 59 SS S50 
Unemployed 3:9-.. 2a 20 


The above figures are not official, 
but represent an unofficial concensus 
based on various piecemeal official pre- 
dictions put together by Mr. Eugene S. 
Duffield of the Wall Street Journal. 
It is not of any particular consequence 
whether these figures are absolutely 
correct. The main thing of interest and 
importance is that the trend is strongly 
in that direction and for all practical 
purposes these figures may be used to 
determine the rearrangement which 
must be made in manpower after the 
war. 


SHIFTING PRODUCTION 


The shift in production of certain 
materials is as tremendous as the shift 
in manpower. Take the production of 
steel for instance. Forty-five million 
tons were produced in 1929, 60 mil- 
lion tons in 1941, and approximately 
95 million tons is the projected capac- 
ity for 1943. The aluminum story is 
even more impressive. In 1939, even 
under the demand of European orders 
for airplanes, this country produced 
only a little over 300 million pounds 
of aluminum. In 1941 capacity had 
been increased to an annual rate of 
850 million pounds. In the latter part 
of 1941 the government built plants 
which provided an additional capacity 
of 600 million pounds a year. 

Other increases in the output of 
material might be mentioned, but these 
two items alone will indicate the tre- 
mendous problem which we will have 
to face. This additional production 
may either provide increased comfort 
and well-being for millions of our peo- 
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ple, or may be stalemated in frozen in- 
dustries, black markets, and the like. 
It may well be that some planning at 
this time will make the first result 
possible; at least let us hope so. 


Post WAR PATTERNS 


One would naturally expect to find 
a tremendous difference of thought as 
to the solution of these problems. I 
lay no claim to any new thought on 
any of these subjects, as they have been 
thoroughly covered from every aspect. 
Furthermore, the nature of the sub- 
ject assigned to me implies that I will 
enumerate the different ideas which 
have been expressed on this subject, 
even though they clash, rather than to 
select some particular one which may 
appeal to me. It is very difficult to clas- 
sify the various patterns which differ- 
ent economists think the postwar pe- 
riod will assume, but they roughly 
divide themselves into three main pat- 
terns: 


1. One group of economists believe 
that the postwar period will follow the 
general pattern of our experience after 
the first World War. They feel that 
the price inflation in this war will not 
be quite as great as in the last war, 
because of our price ceilings and other 
economic controls, but when peace 
does come, and the brakes are taken 
off, we shall probably have a short 
boom, followed by a violent “primary” 
postwar depression, then several years 
of prosperity on an uneasy, unstable 
price level, and finally followed by a 
“secondary” postwar depression of 
serious proportions. In other words, 
they expect it to follow the pattern 
which existed both after the Civil War 
and after the first World War. 


PERMANENTLY HIGH PRICE LEVEL ? 


2. There is another group of econ- 
omists that believes the postwar pat- 
tern may be characterized by a perma- 
nently higher price level, such as 
France and other European countries 
experienced after World War I. Dur- 
ing the period from 1918 to 1926 
France’s war debt increased from 27 
billion francs to over 400 billion 
francs, and the franc was devaluated 
from 20 cents to 214 cents. It is true 


that this unusual phenomenon occurred 
during the postwar period rather than 
during the period of the war itself, 
but the effects were just the same. 
This group of economists envisages a 
similar situation in this country at the 
close of this war, and predicts great 
distress for that great group of fixed 
income families, and those who have 
saved and invested money in bonds, 
insurance policies, and so forth. If 
their prediction is correct, one can 
visualize the problem of business try- 
ing to maintain working capital while 
it is climbing from one price level to 
another. 

3. There is a third group of econo- 
mists who believe, that in the postwar 
period we may get a permanent 
planned economy, administered by 
various political bureaus, commissions, 
and the like. This group believes that 
this planned economy will disregard 
all the old theories of economics, as 
well as the experience of previous 
years. This group also feels that if 
such planning does take place that in 
the absence of war or some depression 
fear some other form of compulsion 
will need to be substituted if recal- 
citrant minorities are to be made to 
conform to the plan. 

As stated earlier in this article it is 
not the intention of the writer to 
align himself with any particular group 
and make specific predictions, but 
rather to call attention to the possible 
turns which events may take and to 
suggest some preparation for meeting 
various problems when they actually 
arise. If, for instance, you are one who 
feels that in your business you may be 
confronted with a pattern similar to 
that which followed World War I, 
you may take advantage of previous 
experience and prepare ahead of time 
budgets covering the down-cycle and 
make plans for new products and new 
markets which will help to cushion the 
decline. 

If, on the other hand, you think you 
may be confronted with the perma- 
nently higher price level, you can start 
building a stronger cash position and 
rearrange your capital structure and 
financing in such a way as to have 
some protection against this possibil- 


ity. 
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If you are inclined to side with the 
third group of economists, and think 
that a planned economy is inevitable, 
you can either resign yourself to the 
requirements of such an economy, or 
start now a really intelligent effort to 
work with the governmental agencies 
either alone or with your trade associ- 
ations to obtain more efficiency in the 
prospective areas of work assigned to 
the government and avoid at the same 
time the evils of inefficiency and stag- 
nation which so often comes from bu- 
reaucratic control. 


WHAT PRICE PROGRESS ? 


Ghastly as wars are in their loss of 
life and destruction of property, at- 
tention should be given in an article 
of this kind to the better things which 
do come out of a war. While it was a 
tremendous price to pay for progress, 
all of us know that the last war 
greatly accelerated the progress of in- 
dustrial science and technology. The 
auto immediately came of age during 
the postwar period, and the advent of 
large-scale commercial motor transport 
was pushed ahead at least a decade. 
The wireless of war days became radio, 
and radio approached the miraculous 
in the marvel of television. The tele- 
phone, motion picture and rayon, un- 
developed infants in 1914, immedi- 
ately reached their stature and have 
exerted a staggering influence upon 
American life. Millions moved from 
farm to cities, and from cities to sub- 
urbs. Great highways were built and 
opportunities created from place to 
place for more lucrative employment. 
The American woman was emanci- 
pated and came into her independence. 
She came away from long skirts, cot- 
ton stockings, whale-bone stays, and 
her “place in the home’’ to enter, first, 
the business field, then the political 
halls, and later even the Cabinet and 
the military service. Extensive com- 
mercial production of nitrate fertilizers 
have enormously expanded the food 
supply of the world. The chemical in- 
dustry was given a tremendous devel- 
opment. 

War always creates a terrible ur- 
gency to get things done in weeks that 
in less hectic periods would drift along 
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for years. Higher tax rates provide a 
great subsidy for research, and research 
stimulates a great hunt for substitutes. 
War breaks open the patent system 
and puts into production important in- 
ventions which have ‘previously been 
hidden in industrial closets. Whether 
for good or for bad, war production 
does always alter civilization, and it 
will be none the less true this time. 


Topay’s FANTASY—TOMORROW’S 
REALITY 


If anyone had had the imagination 
to predict in 1914 what would happen 
after World War I, it would have 
seemed a fantastic wonderland, and 
there is no reason to believe that the 
pressures of this war will not compress 
into the space of months developments 
that might have taken us a half-cen- 
tury to realize if necessity had not 
forced the pace. 

Just as the present war vastly ex- 
ceeds the last one in the extent of its 
demands on our total economy, so, we 
may be sure, will the industrial and 
commercial results. Man’s will to 
snatch good out of the hands of evil is 
no less strong than his proclivity for 
perverting the fruits of science to crim- 
inal ends. 

Without becoming too scientific let 
us peer into the future and get a vi- 
sion of some of the things scientists 
predict for us as a result of the im- 
petus of this war's efforts. The incon- 
ceivables of a few years ago may well 
become realities of today and tomor- 
row. The activity in the aircraft indus- 
tries will give us planes for all kinds 
of business and pleasure after the war. 
This industry is preparing to manufac- 
ture in one year almost double the 
number of planes it produced through- 
out the 37 years of its history. As a re- 
sult of advances in fuels, plastics and 
light metals, trans-oceanic planes are 
being developed capable of flying to 
Europe and back non-stop, carrying 
payloads of 20 tons. The projected 
planes are quadruple the size of the 
famous “Clipper” planes that pio- 
neered in the early trans-Atlantic air 
service. 

Trans-continental non-stop air trains 
of gliders, which will drop off or pick 
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up “coaches” over the principal cities 
en route, are probabilities. Small planes 
will make wide popular ownership 
possible. 

Two years ago the proposal to build 
50 thousand planes left us gasping. 
Now, the demand is for 125 thousand 
war planes and all the manufacturers 
are asking is materials. 

Petroleum is another thing from 
which great results may be expected. 
The epic fight of the Royal Air Force 
to save England was a fight to produce 
better fuels—fuels that would get 
planes into the air in a fraction of the 
former time, and would give greater 
and yet greater speeds and longer 
ranges. Fuels now can be made that go 
beyond the octane scale. Already fuels 
can be had with the octane numbers of 
110 and 115. The knowledge of fuels 
is advancing so rapidly that this 
month’s motor may be out of date next 
month. 

Rubber production of the world was 
brought up to a million tons yearly 
after more than a century of effort. We 
in this country alone are now under- 
taking to accomplish almost as mighty 
a feat in less than two years, by the 
manufacture of chemical rubbers from 
petroleum, alcohol, and coal and lime- 
stone. 


LiGHT METALS COME OF AGE 


Aluminum production by the end of 
1943 is expected to be almost seven 
times as great as was attained in 1939 
after 50 years of intensive develop- 
ment. We will also be recovering from 
brine, sea water and other sources ap- 
proximately 100 times the amount of 
magnesium that was produced in 1939, 
when the industry in America was 24 
years old. 

Magnesium is about 60 per cent. 
the weight of aluminum and about 
one-fifth the weight of steel. Almost a 
half-ton of it, on the average, is going 
into every American fighting plane 
that is built. In 1915 it sold for $5.00 
per pound and until a few years ago 
was a structural curiosity. Now this 
structural metal is obtained from the 
sea by chemical process. Huge pumps 
force 300 million gallons of sea water 
daily through intricate apparatus. 
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Plastics started their sensational use 
before Pearl Harbor, but the ones 
available after the war will be on a 
scale beyond all previous conception. 

Glass that is unbreakable and glass 
that will float, wood that won’t burn, 
and laminations of plastics and wood 
that will compete with. the structural 
metals will all join with these things 
previously mentioned to change our 
world of tomorrow. 

Cheaper and better housing may 
help solve the problems of city slums, 
and lower-priced motor cars will draw 
still more city dwellers to the suburbs 
and country. 

More popular training in the chem- 
istry of foods and its~ digestion has 
been crammed into the past two years 
than was given in the preceding two 
centuries. This knowledge should make 
for both a more healthful life and a 
longer life. 

Finally, one thing which should be 
mentioned which is not a tangible 
thing, but which is a very definite ef- 
fect of a war. I refer to the elimination 
of the national inertia to accept new 
things and new ideas. Ordinarily peo- 
ple cling to the old and tried and re- 
ceive any new thing with suspicion. 
With such a fast tempo, however, cre- 
ated by the war, many things are tried 
either through economy or in despera- 
tion for substitute materials. We will 
be well accustomed to accepting 
changes of a drastic nature. 


SOCIAL REFORMS 


‘There are many who have wondered 
whether either the war or the postwar 
period would be the cause of many so- 
cial reforms to crumble. It seems pretty 
evident now that this will not happen. 
All the political, economic and psycho- 
logical facts point in the direction of 
further strengthening of this social 
legislation, which we considered “‘rad- 
ical” only a few years ago. 

Less than a month after Pearl Har- 
bor an ambitious program was advo- 
cated for revision and expansion of 
social security legislation embracing 
wider coverage, new benefits, higher 
taxes and greater uniformity. At the 
same time Washington stood firm in 
response to a rising clamor to suspend 
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the wage hour act and scrap the na- 
tional labor relations act. Recent ex- 
perience of the War Labor Board may 
well indicate additional labor relations 
regulations at the end of the war. The 
President has established a Committee 
on Fair Employment Practice, which is 
designed to prevent employment dis- 
crimination because of race, creed or 
color. 

A tax-financed, compulsory perma- 
nent and temporary disability plan has 
also been proposed. Higher payroll 
taxes will inevitably come. It is thus 
apparent that participation in the war 
will not mean a retreat from any of 
these federal regulations. The entire 
social security system is a vehicle of 
supreme importance to morale, a quick 
revenue producer, and a brake on in- 
flation. Under the circumstances it will 
undoubtedly continue to be used for 
these purposes. 

Employment dislocations, returning 
millions of men, and the conversion to 
peacetime economy, will strain our eco- 
nomic institutions to the breaking 
point and the need for social planning 
and legislation to take care of such 
knotty problems as widespread unem- 
ployment will be felt as keenly as any 
time in the past. Strong leadership and 
cooperation by all will be needed to 
make this a benefit to the largest num- 
ber of people without undermining 
the strength of our present institutions. 


SIGN Posts OF THE FUTURE 


One of the outstanding and encour- 
aging factors in our economy is our 
ever-increasing capacity to produce. 
Professor Slicher of Harvard Graduate 
School of Business Administration has 
pointed out that a man-hour of work 
in 1940 in our factories produced just 
about twice as much as in 1920. The 
estimates now would indicate that in 
1949 a man-hour will produce at least 
twice as much as in 1929. When our 
vast plant facilities are converted to 
peace-time production our potential 
capacity to produce an abundance of 
consumer goods will be colossal and 
unprecedented. 

If we expect our economic or social 
system to prevail, we must work out a 
plan whereby this production can be 


used and employment given to mil- 
lions of men. That means this produc- 
tion must be sold. 

There are four things which should 
help to accomplish this end. 

1. The tremendous backlog of 
consumer demand that years of war 
will generate. According to estimates 
33 million passenger automobiles will 
be ripe for replacement after 1945. By 
1950 almost half of our homes will be 
50 years of age, long over-ripe for re- 
placement. 

2. The backlog of repairs that will 
be required in our factories. Many of 
our factories ate now operating on 
three or four shifts, seven days a week, 
twenty-four hours a day. This forced 
pace of war is deferring all kinds of 
necessary replacements and_ repairs. 
This expenditure will be a very large 
one. This is one of the very important 
reasons why a company should main- 
tain an adequate capital structure. It is 
also a basic reason why a refund of 10 
per cent. or 20 per cent. of the excess 
profits taxes paid now would be such 
a powerful stimulant to prevent unem- 
ployment. 

3. Improved products and syn- 
thetic products never known before 
hold out vast promise for the future. 
This matter is mentioned in more de- 
tail in another place, but it should con- 
tribute greatly toward the employment 
of many men and utilize much of the 
plant equipment. 

4. A larger military establishment 
will undoubtedly need to be main- 
tained after the war. Whether for 
policing the world or defending our 
shores against any combination of ag- 
gressors, the military needs of the fu- 
ture will be greater than at any time 
in the past. 


Wuat Can WE Do Asout IT? 


Up to this point, it has been at- 
tempted to make a recital of the facts 
surrounding the operations of the 
war and the possible general patterns 
which world conditions may assume 
after the war. It seems that now we 
should face the very pointed question 
as to what we can do about the whole 
thing. No one, of course, can predict 
how long the war will last, nor who 
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the victors will be. We can only hope 
and exert every effort toward an early 
victory. The foregoing analysis will 
suggest different things to different 
people, and the main purpose in recit- 
ing all these facts is merely to start 
each one thinking and trying to solve 
his own problem. Certain suggestions 
occur as to what may be done and they 
will be outlined in the next few pages. 
They are so general that they cannot 
apply in every particular case, but the 
subjects are so important that no one 
dare fail to give each one of them seri- 
ous consideration. 


PROPER FINANCING 


Whether or not a given business 
will survive the reconstruction period 
and emerge from these war and post- 
war trials, will depend a great deal on 
the provision made for maintaining 
capital structure. Situations which can- 
not be foreseen will arise in the post- 
war era, and the business concern 
which has its affairs in a flexible po- 
sition will best be able to adapt itself 
to conditions as they present them- 
selves. 

It should be the object of prudent 
management to see that adequate work- 
ing capital is provided and that cash 
requirements of tax liabilities are an- 
ticipated as much as possible. Careful 
consideration should be given to the 
preference of long-term financing to 
short-term financing except possibly 
for war contracts providing for prompt 
payment. 

While business should go into the 
postwar period with as little depreci- 
ation as possible of its equipment, its 
markets, its organization, and its mo- 
tale, even at best there will be suff- 
cient strain on the financial structure 
to justify sound and adequate financ- 
ing in anticipation of unfavorable con- 
ditions. 


VALUATION OF INVENTORIES 


It is important that very careful at- 
tention be given to the valuation of 
inventories. This should be done in ac- 
cordance with the best practice of the 
industry. No particular choice as be- 
tween normal, standard, actual, mar- 
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ket, “‘lifo,” first-in-first-out, or any 
other method is recommended. The 
main thing to bear in mind is to pre- 
vent an error in inventory valuation 
from unduly increasing the profit of 
the war period, only to be followed by 
a corresponding loss in the postwar 
period. It may then be a difficult mat- 
ter to absorb the reduction in value. A 
cushion against this situation should 
be arranged by provision of reserves 
sufficient to take care of any losses 
which may occur in disposal of war in- 
ventories. 

In addition to the usual fluctuations 
in values, one should take into con- 
sideration the results from freezing of 
inventories, establishment of price- 
ceilings, and the special requirements 
of costs determination to comply with 
governmental rulings. No single 
method has been determined to an- 
swer all points in determining sound 
values or avoiding obsolete stock, but 
this is a problem each corporation 
should carefully study in order to adopt 
the particular method which best fits 
its situation. No matter what method 
is used, adequate reserves should be 


provided. 
ACCOUNTS RECEIVABLE 


When hostilities cease, many cus- 
tomers who are doing an unprecedented 
amount of business on advances by the 
government or on borrowed capital 
may find themselves in a vulnerable 
position. Such customers should have 
the careful attention of those handling 
credits, with a view always in mind of 
maintaining customer goodwill for the 
postwar period. Losses may arise from 
failure of other business enterprises, or 
from the decisions of governmental 
bureaus, cancelling orders or redeter- 
mining costs and profits. Adequate re- 
serves should therefore be created to 
provide for all possible losses. 


PLANT INVESTMENT 


Property-plant facilities represent ap- 
proximately one-third of the total value 
of the assets of all corporations and 
over two-thirds of the total capital in- 
vestments of stockholders. War de- 
mands upon these facilities decrease 
the efficiency and value of them, not 
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only by causing them to wear out more 
rapidly under abnormally high loads, 
but also by limiting the making of 
necessary repairs through shortage of 
critical materials and skilled labor. 
There is still another reduction in the 
value of plant facilities due to obso- 
lescence caused by new process methods 
and products developed under the 
stress of war. 


SURPLUS PLANT FACILITIES 


It seems inevitable that there will 
be a large postwar surplus plant ca- 
pacity. While there is hope in the 
minds of all business men that the 
pent-up consumer demand and devel- 
opment of new lines of goods will ne- 
cessitate the use of at least a large per- 
centage of this plant capacity, the fact 
remains that the utilization of these 
surplus facilities will constitute one of 
the major problems of the postwar 
period. One should now be giving 
thought to making decisions as to what 
type of postwar products, either exist- 
ing or new, will be manufactured in 
these plants. Attention should also be 
given to the question of how largely 
these plants have been depreciated or 
amortized. Reserves might also well be 
made to take care of any adjustments 
necessary with the Internal Revenue 
Bureau on the depreciation and amor- 
tization features. 


EXPENSE CONTROL 


During the war period the question 
of expense is being subordinated to the 
task of getting out the finished prod- 
uct. High tax rates have made concerns 
less careful about the expense of doing 
business, and one of the most difficult 
problems with which business will be 
faced is the overcoming of this ex- 
pense momentum. When competition 
becomes more severe and wartime de- 
mands disappear the indifference which 
now exists to expense will need to be 
overcome. 


SPECIFIC RESERVES FOR WAR AND 
Postwar LossEs 


Throughout this paper mention has 
been made at various times about the 
desirability of reserves for one loss or 
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another in order to avoid overstate- 
ment of income during the war period. 
The purpose of this paragraph is not 
so much to discuss the provision for 
the reserves as the manner in which 
they should be handled. In the first 
place, where it is almost a certainty 
that some amount of reserve will be re- 
quired, it would seem proper for the 
Treasury Department to give some re- 
lief by having the amount deducted 
from taxable income. If some criticism 
of this plan should be made to the ef- 
fect that arbitrary amounts might er- 
roneously be deducted, provision can 
be made in the law for taxing the 
amount of reserve not found later to 
be needed, either at the rates prevail- 
ing during the year the reserves were 
created or during the last year addi- 
tions to the reserve were made. 

Particular care should also be used 
in seeing that full disclosure of such 
reserves is made in the public state- 
ments. At a time when some companies 
are making full provision, and even ex- 
cess provision, for these contingencies, 
and other companies are making none, 
it is important for each company to in- 
dicate on the public statements just 
what provisions have been made and 
how much for each particular contin- 
gency as far as practical. Some of the 
reserves which might be mentioned in 
this connection are those to take care 
of training and retraining employees 
who return from the armed services to 
the work assigned them in the postwar 
period, separation allowances to those 
employees who have been more re- 
cently hired, but who will be dismissed 
when the older employees return, and 
costs of redesigning products and re- 
gaining markets. 


PATENT RIGHTS 


The building of new businesses and 
the production of new lines of con- 
sumption goods will depend a great 
deal upon the protection of the rights 
and privileges of patent monopolies— 
a complete reversal of a tendency which 
has been noted in recent years to re- 
strict and even to abolish the privi- 
leges of patent monopolies. Unless 
patents can be protected, the prospects 
of developing new lines of business 
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and manufacture will not be so bright. 
Capital today is timid and if some re- 
ward is not offered capital for the 
work, effort and uncertainty of reward 
in the initial period of patent protec- 
tion, there will be very little incentive 
for development of new products by 
private industry. Forward-looking com- 
panies are doing a great deal of re- 
search work and it is hoped that rea- 
sonable patent rights can be extended 
in order that not only the public may 
have the advantage of the products 
created through this research, but also 
that capital will be properly rewarded 
for its ingenuity. 


PUBLIC RELATIONS 


During wartime conditions with 
shortages, high costs, large taxes, and 
restrictions, the public is very likely to 
be more sensitive and critical of public 
relations than at any other time. It 
would, therefore, seem to behoove busi- 
ness management to promote good 
public and employee relations by all 
appropriate means. Among these are: 


1. News stories of business achievements 
in the war service or in meeting the 
needs of civilians under the restriction 
of war. 

. Institutional advertising of appropri- 

ate facts. 

Clear, concise, factual statements of 

business earnings and _ distribution 

thereof. 

Participation of executives in the wel- 

fare activities of the communities in 

which they live. 

. Good employee-employer relations in 
collective bargaining, and other means 
whereby the ideas of employees and 
employer can be exchanged and ad- 
justed to the mutual advantage of each. 
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Without expressing either favorable 
or unfavorable opinion on the broad 
subject of advertising, it might be ap- 
propriate at this point to mention a re- 
cent article by Raymond Moley dealing 
with business during the first World 
War. He stated that of 17 important 
companies he checked, which had 
stopped or greatly reduced their ad- 
vertising during 1917-1918, not a 
single one of them failed to suffer 
from this change of program. This fact 
is mentioned not to emphasize the im- 
portance of advertising, or even to sug- 
gest it, but to point out that in all 


probability the postwar period may 
find many businesses with alienated 
customers and an unfair public if these 
public relations are not given the 
proper attention. 

This same problem must be consid- 
ered in contracts not only with the 
public and with one’s customers, but 
also with various federal bureaus and 
agencies. It is almost taken for granted 
that these various bureaus will exer- 
cise more control over business after 
this war than after the last war and to 
the extent that business can cooperate 
with them in easing and expediting 
the handling of the multitudinous de- 
tails involved in reporting information, 
and in complying with various rules 
and regulations, the more smoothly 
business can and probably will func- 
tion. 

The foregoing suggestions are the 
ones that occurred to the writer in try- 
ing to visualize the road ahead to a 
successful solution of only a few of 
the postwar problems. Many other so- 
lutions will occur to you as you give 
thought to these problems. In many 
ways we will need to grope as care- 
fully as possible through the dark days 
ahead, but if we maintain our courage 
and keep on the alert we will avoid 
many of the dangers which will attack 
us from every side. Now is the time 
for a cool head, alert mind, and a cou- 
rageous soul. 





Mr. Naylor is a member of | 
the committee of members of 
The Controllers Institute of 
America who prepared the re- 


port, ‘‘Wartime Planning To 
Meet Postwar Problems.” 
This report is so construc- 


tive, from the point of view 
of not only controllers but of | 


business managements gen- 
erally, that it is suggested 
that steps be taken by con- 
trollers to put copies in the 
hands of interested persons. 




















Pending Changes in Supplement “E” 
of Code Relating To Excess 


At the time this is being written we 
have before us only the Revenue Act 
of 1942 as adopted by the House of 
Representatives, and the announce- 
ments of the Senate Finance Commit- 
tee’s tentative decisions as to principles. 
We cannot be certain therefore that 
the bill which will be introduced in 
the Senate will contain what the Com- 
mittee’s announcements lead us to ex- 
pect or, more important, that the bill 
on which the two legislative bodies 
finally agree will be what the Senate 
Finance Committee introduces. 

It is quite likely however that the 
technical provisions will be adopted, 
though it remains to be seen just how 
some of them will be worded. I have 
sometimes wondered, after I read re- 
ports of the Congressional Committees 
as to their intentions, whether the 
draftsmen ever took the trouble to read 
such reports. Frequently the law they 
draft does not produce the results the 
legislators say they intended. What I 
shall tell you must, for the reasons ex- 
pressed, be considered as tentative but, 
as some of the conclusions tentatively 
reached by the Senate Committee are 
of considerable importance, they must 
be included in this discussion. 


GENERAL TAX COMPUTATION 
PROVISIONS 


Excess Profits Tax Method: 


For the third year of excess profits 
tax, we will have a third basic change 
in its application. There are two hun- 
gty boys waiting to take a bite out of 
the corporate income apple, one named 
“Income Tax’ and the other named 
“Excess Profits Tax’’—but the latter 
has the bigger mouth and more vo- 
racious appetite. They have been fight- 
ing for first bite, and in 1940 “In- 
come Tax’’ came first while “Excess 


Profits Taxes 


By Walter A. Cooper 


Profits” took his bite out of the re- 
mainder. Last year ‘‘Excess Profits” 
took the first bite. For 1942 the apple 
will be cut in two parts, not necessar- 
ily equal, and each will take a bite out 
of his own part, ‘Excess Profits’ tak- 
ing 90 per cent. of his cut of the ap- 
ple. 

However, the taxpayer is assured of 
the core, because the Senate Finance 
Committee has announced its decision 
to provide for an overall limit of 80 
per cent. of net income for the aggre- 
gate income tax, surtax and excess 
profits tax. The taxpayer is thus as- 
sured of retaining 20 per cent. of its 
income, probably normal tax net in- 
come, even though the excess profits 
are to be taxed at 90 per cent., starting 
with the first dollar thereof and with- 
out graduated rate brackets as hereto- 
fore. This 90 per cent. rate, it may be 
noted, is the equivalent of about an 
84 per cent. rate under the 1941 
method. 

Furthermore, the excess profits tax 
will be the subject of a post-war kick- 
back of 10 per cent. thereof. That 


really means 9 per cent. of the excess 
profits. Taxpayers will receive non- 
negotiable, non-interest bearing evi- 
dences of this right, which will be- 
come payable after the war ends. The 
net tax will, therefore, not be as high 
as 80 per cent. because even those 
whose tax is limited to that overall 
top rate will receive the 10 per cent. 
kick-back. The full tax must be paid 
now and, when the kick-back is re- 
funded, there are to be no restrictions 
on its use. 

When debt payments are required, 
the taxpayer may receive the immedi- 
ate benefit of the 10 per cent. refund. 
Deductions from excess profits income 
will be allowed for 40 per cent. of 
payments on debts existing on some 
date (presently uncertain because it 
has been changed several times). The 
deduction for debt repayment will be 
limited to such amount as will not re- 
duce the tax by more than the 10 per 
cent. post-war refund that would be 
due on the tax computed without the 
debt-payment deduction, and the po- 
tential post-war refund will be reduced 
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PROPOSED CHANGES AFFECTING EXCESS PROFITS TAXES 


Mr. Cooper outlines here what will in all probability be enacted 
when the new Federal Revenue Act finally is passed, in the way 
| of technical changes affecting excess profits taxes. His address 

was delivered on Wednesday, September 23, before the Eleventh 
__ Annual Meeting of The Controllers Institute of America. 

Controllers may depend on what Mr. Cooper says, giving due 
weight to the qualifications which he sets forth with respect to 
the likelihood of the new Act including these changes. 

A partner of Peat, Marwick, Mitchell & Company, public ac- 
countants, Mr. Cooper has earned a high place in the esteem in 
which he is held as a tax authority. Controllers are privileged to 
have this preview of the probable enactments, by courtesy of Mr. 
Cooper who has been continuously in close touch with the hear- 
ings before the Congressional Committees. 


—THE EDITOR 
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by the tax thus saved. You will not get 
the benefit of both. In effect, if you 
do not use the money now to pay 
debts, you will have to pay it to the 
Treasury and will get it back later. It 
is thus only a matter of timing. 


Short-Period Tax Computations: 

An important change, relating to the 
computation of excess profits tax for a 
period of less than twelve months, has 
been included in the House Bill and 
approved by the Senate Finance Com- 
mittee, to be retroactive to the begin- 
ning of the excess profits tax. Under 
the law as it now stands, it is neces- 
sary to annualize the income for the 
short period on a monthly or daily 
basis which produces an income for 
the twelve-month annual period that 
assumes monthly earnings for the en- 
tire period equal to the average monthly 
earnings during the short period. This 
has made it expensive to adopt the nat- 
ural business year in cases where the 
short period included, principally, the 
profitable season and resulted in a de- 
termination of a fictitious annual in- 
come that assumes that the profitable 
season lasted for twelve months. As a 
result the average tax on the income 
was increased considerably over what 
would have been payable had the 
former twelve-month period remained 
unchanged. 

The proposed amendment will give 
the taxpayer the right to establish what 
its income would have been for the 
full twelve-month period instead of 
being required to annualize it on a 
theoretical monthly basis. Thus, in the 
case of a short period of six months, 
say from January 1 to June 30, instead 
of doubling the income for that six 
months the taxpayer may add to it the 
actual earnings for the six months 
from July 1 to December 31, compute 
the tax on that twelve months’ income, 
and pay such proportion of the tax as 
the short-period income to June 30 
bears to the total income for the twelve 
months, computed in the manner de- 
scribed. Thus, if no net income is 
earned during the second six months 
of the calendar year, the tax will be 
computed on the income for the first 
six months just as though it were the 
income for the full year. 

This will make it possible for a 
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number of companies to adopt a nat- 
ural business year, particularly as un- 
der the proposed method of taxing 
fiscal-year companies, the lag in the 
application of new rates which, after 
1942, may be expected to be lower 
rather than higher, will be eliminated. 

The proposed law also contains pro- 
visions to prevent tax avoidance in 
cases wherein the taxpayer, after the 
close of the short period, disposes of 
substantially all its assets, in which 
event it would, naturally, have no net 
income. In such cases then, the period 
prior to the beginning of the short pe- 
riod is brought into the computation 
in the same manner as the income for 
the necessary number of months after 
the short period is brought into the 
computation in the case of a taxpayer 
that continues to operate. If it is im- 
possible for the taxpayer to ascertain 
the actual income for the remaining 
portion of the twelve-month period, 
then the existing method of annualiza- 
tion will apply. 


Carry-over of Losses and Unused Cred- 
its: 

In an attempt to meet the many de- 
mands for deductions to cover post-war 
losses and expenses, possible inventory 
losses, and the like, the Senate Finance 
Committee decided to include in the 
statute a provision which will permit 
corporate taxpayers to carry back, for a 
period of two years, net losses (pre- 
sumably on the basis of the present 
carry-forward of net operating losses) 
and unused excess profits credits. This 
is in addition to the right to carry such 
net losses and unused credit forward 
for two years. 

Though the provision for the carry- 
back is to be generally tor a period of 
two years, that will not come into full 
effectiveness until 1943, the losses and 
unused credits of which may then be 
carried back to 1941 and 1942. Losses 
or unused credits for the year 1942 
are to be carried back only for one 
year or to 1941. Further, in this con- 
nection, the Committee also decided 
that the unused credit for 1941, which 
may be carried forward, should be 
computed under the Revenue Statutes 
applicable to 1941, rather than 1942. 
You will recall that when changes were 
made applicable to 1941, it was pro- 


vided that the unused 1940 credit 
should be computed under the 1941 
provisions, which materially reduced or 
completely eliminated the unused credit 
of all taxpayers. There has been no 
indication that this provision relating 
to 1940 credits carried over to 1941 
will be altered but the new method 
will apply with respect to the carty- 
forward of 1941 unused credits. 


Fiscal-Y ear Taxpayers: 

As you are probably aware, the tax- 
ing provisions applicable to fiscal-year 
taxpayers are also to be amended un- 
der the House Bill. The method therein 
provided is to tax fiscal-year taxpayers 
partly under each act applicable to cal- 
endar years. Thus, for the future, it is 
expected that fiscal-year taxpayers will 
compute their tax liabilities by first 
figuring them under the provisions ap- 
plicable to each calendar year within 
which part of the fiscal year falls, and 
then pay such percentage of the tax 
so computed under each calendar year’s 
provisions as the number of months 
within the calendar year bears to 
twelve. However, with respect to fiscal 
years beginning in 1941 and ending in 
1942, the Senate has announced its de- 
cision to tax fiscal years ending up to 
June 30, 1942 wholly under the 1941 
provision and, in the case of fiscal 
years ending after June 30, to require 
a computation of the excess profits tax 
under the provisions applicable to both 
1941 and 1942, and a proration of the 
two taxes on the basis of the number 
of days before and after June 30, 1942, 
respectively. 


INVESTED CAPITAL CREDITS 


Some of the other technical provi- 
sions are applicable to companies on 
the invested capital basis and some to 
those using the income credit basis. 
It is possible, of course, that the 
changes in one method or the other 
may make it advantageous to switch 
from the invested capital to the in- 
come method, or vice versa. Therefore, 
one should not overlook the changes 
in the method which has not hereto- 
fore been used. I shall now deal with 
the changes affecting companies using 
the invested capital method. 
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Exemption Rates: 

The most important change affects 
the rates of exemption which hereto- 
fore were 8 per cent. on the first five 
million dollars of invested capital, and 
7 per cent. on the excess. The rates 
will, under the 1942 Act, be as fol- 
lows: 


On the first five million dollars..... 8% 
On the second five million dollars... 7% 
On the next 190 million dollars.... 6% 
On the excess over 200 million dol- 
Raitge’ 7. Sty haters Serene aa eer 5% 


This change will materially reduce 
the invested capital credit of the larger 
corporations. 


Property Paid-in but Disposed of Prior 
to the Taxable Year: 

One bad feature, apparently unin- 
tended, in the existing law relates to 
property originally paid in for capital 
but disposed of prior to the taxable 
year. Under the existing law, it is re- 
quired that such properties be taken 
into invested capital at the basis rec- 
ognized under the existing law, even 
though they may have been disposed 
of during a prior year when, under 
the law applicable to the year of dis- 
position, a different and usually higher 
basis was allowed for determining gain 
or loss. Thus, there has been included 
in the computation of accumulated 
earnings the higher basis, thus reduc- 
ing the accumulated earnings, while 
the lower basis was included in paid-in 
capital. Under the proposed amend- 
ment such property may be included in 
invested capital at the basis recognized 
in determining net income for the year 
of disposition, thus putting the paid-in 
capital and accumulated earnings com- 
putations on the same basis. 


Revision of Section 751: 

This section has been completely re- 
vised, retroactive to the beginning of 
the excess profits tax. It covers situ- 
ations in which, in connection with the 
acquisition of property as paid-in cap- 
ital, liabilities have been assumed, 
bonds have been issued, or cash or 
other property paid out. The proposed 
amendment will now permit the tax- 
payer to include in equity invested cap- 
ital the amount of its basis for the 
Properties acquired in the specified 
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types of reorganizations, minus the sum 
of the following items: 


(1) Liabilities assumed ; 

(2) Cash or other property paid out; 
and 

(3) The amount of indebtedness cre- 
ated by the taxpayer as part of 
the consideration for the ac- 
quisition of properties. 


The requirement to reduce the basis 
of the property acquired by the in- 
debtedness created as part considera- 
tion therefor is new, as is the require- 
ment that cash or other property must 
be deducted regardless of whether or 
not the recipient was taxable thereon. 

On the other hand, if the indebted- 
ness created as part consideration meets 
the requirement for borrowed invested 
capital, it may be included therein 
while, under the existing law, such 
indebtedness was not recognized as 
borrowed invested capital. Retroactive 
application of this change will be op- 
tional. 


Liquidations : 

The provisions with respect to the 
adjustment of invested capital in the 
case of liquidations of subsidiaries are 
to be materially amended. I understand, 
however, that the provisions of the 
House Bill are to be changed substan- 
tially, and hence I shall not attempt 
to discuss them in detail. It is quite 
clear that the provision which was 
drafted for the purpose of the House 
Bill does not accomplish what the 
Committee report says it was intended 
to accomplish. Until the redraft be- 
comes available, it will not be worth 
while discussing this except, however, 
to point out that the scope of its ap- 
plication will be broadened materially. 

The new section (to be numbered 
761) is to replace the provisions of 
Sections 718(a)(5) and (b) (4). 
These two sections now cover tax-free 
liquidations under the provisions of 
Section 112(b)(6) of the Internal 
Revenue Code. This you will recall 
has been in the law only since 1936, 
and the existing excess profits tax pro- 
visions, in effect, require the substitu- 
tion, in the invested capital of the tax- 
payer, of the net tax basis of the assets 
of the liquidated subsidiary in lieu of 
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the investment therein by the parent 
company. Such a result is wholly un- 
sound. 

However, the new provision has 
been drafted to apply not only to Sec- 
tion 112(b) (6) liquidations but to 
any other liquidations or transactions 
having the effect of a liquidation if: 


(1) Gain or loss, in whole or in part, 
is not recognized either because 
of the application of consoli- 
dated returns regulations or be- 
cause of the provisions of Sec- 
tion 112(b) (4) or (5); and 

(2) Property received by the taxpayer 
has a carry-forward basis from 
the transferor. 


The idea behind the new amendment 
(though, frankly, the wording of the 
House Bill does not accomplish it) is 
to make liquidations, under the cir- 
cumstances described, have the normal 
accounting effect when a true carry- 
forward basis is not involved. Thus, 
for example, if a corporation acquired 
the stock of a subsidiary for cash, there 
would ultimately be reflected in the 
parent’s invested capital, after the sub- 
sidiary is liquidated, an amount equal 
to the cost of the stock to the parent, 
plus the accumulated earnings after 
acquisition, or minus the subsequent 
deficit if that should have been the 
result of operations. Presumably, the 
surplus or deficit would be taken into 
the parent company’s surplus or deficit 
and the net result treated in accord- 
ance with the statute. 

On the other hand, if a true carry- 
forward basis is involved, such as 
would be the case where Corporation 
“A” acquired all the stock of Corpo- 
ration ‘‘B’, and is required to use the 
transferor shareholders’ basis, then the 
liquidation would merely substitute, in 
the computation of the parent com- 
pany’s invested capital, the capital and 
earnings or deficit of the subsidiary 
from the date of its organization. 

However, this intent does not defi- 
nitely result from the wording of the 
House Bill and, furthermore, the many 
intermediate transactions are not cov- 
ered. 

An illustration of the type of trans- 
action not covered, which I have in 
mind, is the case wherein the stock of 
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a subsidiary was acquired by a member 
of an affiliated group for cash and was 
subsequently transferred to another 
member of the group for stock, thus 
giving the second member of the group 
a carry-forward basis although, from a 
group point of view, the stock has a 
real cash cost. Technically, the House 
Bill applies the carry-forward theory in 
this case, though obviously that is not 
proper nor, apparently, is it the intent 
of Congress. We shall have to await 
a study of the redraft before we can 
say that the general intent, as I have 
outlined it, will result from the final 
wording of the law. 


INCOME CREDITS 


Corporations having one bad Base 
Year to be benefited: 

There has been considerable com- 
plaint about the requirement that the 
results of the four specified base years 
‘must be included in determining the 
average, even though one deficit year 
may be taken as zero. Recognizing the 
justice of this complaint, the Senate 
Finance Committee has announced its 
decision to permit all taxpayers to in- 
clude for the worst year a minimum of 
75 per cent. of the average income of 
the other three years. Thus, the mini- 
mum average will be 9334 per cent. of 
the average of the three best years. Of 
course, if the worst year is better than 
75 per cent. of the average of the 
other three years, no benefit will be 
obtained under this proposed amend- 
ment as the straight average will ex- 
ceed 9334 per cent. of the average of 
the three best years. It is not expected 
that this computation may be used un- 
der the growth averaging method of 
Section 713(f). 

Whatever the ultimate average re- 
sult may be, the credit will be 95 per 
cent. thereof. 


GENERAL RELIEF UNDER 
CONSTRUCTIVE AVERAGE BASE 
PErRioD Net INCOME 


One of the most important changes 
relating to the determination of the 
credit based on net income involves 
the expansion of the relief provisions 
of Section 722 as well as the contem- 
plated elimination of certain of the 
restrictions on its application. 
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To begin with, the Senate Finance 
Committee has announced its decision 
to remove the two limitations which, 
you will recall, are to the effect that 
the relief provisions should not reduce 
the excess profits tax to less than 6 per 
cent. of the normal tax net income 
and, further, that the application 
should reduce the excess profits tax by 
at least 10 per cent. of the excess prof- 
its tax that would otherwise be pay- 
able (the House first reduced this 10 
per cent. to 5 per cent.). The Senate 
Finance Committee, therefore, proposes 
to remove both these limitations which, 
in my opinion, never had any justifi- 
cation under any circumstances. After 
all, if the patient is sick and needs re- 
lief, he should get it—we should not 
require that he be almost dead before 
he is entitled to it! 

The expansion of the circumstances 
under which taxpayers become entitled 
to a constructive base period income 
involves very complicated circumstances 
which would require a complete ses- 
sion by itself for a proper discussion. 
In the time available I cannot under- 
take to discuss them in detail. It must 
suffice for the moment to tell you that 
the proposed Section 722 will include 
all the circumstances which, under the 
existing law, may give rise to relief and 
will include many others, including 
particularly these: 


(1) Cases wherein the business of the 
taxpayer was depressed during the 
base period because of temporary cir- 
cumstances unusual in the case of the 
taxpayer or the industry of which it 
was a member; and 

(2) Situations in which the taxpayer’s 
business was depressed as the result 
of conditions generally prevailing in 
its industry which involves profit cy- 
cles which differ materially from gen- 
eral business profit cycles, or spor- 
adic and intermittent periods of high 
production and profits when such 
profitable periods were inadequately 
represented in the ordinary base pe- 
riod. 

(These provisions, it is expected, will 
take care of the difficulties of the so- 
called machine tool canning, and 
heavy industries.) 

(3) Also entitled to relief are corpora- 
tions whose average base period net 
income does not reflect the normal 
operation for the entire base period 
because of a change in the character 
of the business which includes not 
only a change in the type of product, 


capacity for production, service and 
operation, etc., but also a change. in 
the operation or management. 

The revised Section 722 also includes 
as circumstances entitling the taxpayer 
to relief “any other factor affecting 
the taxpayer’s business which may rea- 
sonably be considered as resulting in 
an inadequate standard of normal 
earnings,” provided the application of 
Section 722 would not be inconsistent 
with the general provisions of that 
subsection. 

Taxpayers not entitled to use the in- 
come credit method, but which will not 
obtain adequate credit under the in- 
vested capital method, may be granted 
relief if: 

(1) The business of the taxpayer is of a 
class in which intangible assets not 
includible in invested capital un- 
der Section 718 make important 
contributions to income; or 

(2) Invested capital is not an important 
income-producing factor; or 

(3) Invested capital is abnormally low. 

In such cases, however, the form of 
relief is not to allow a higher invested 
capital but to determine a constructive 
average base period income. The 
Treasury proposals which are included 
in the House Committee’s report out- 
line typical illustrations but the exact 
method of determining the construc- 
tive base period income must await 
not only the final enactment of the 
law but also the issuance of the regu- 
lations relating thereto. Suffice it to 
say, however, that the indicated pur- 
pose is to go back in the taxpayer's 
history, to get or revise its results to 
show what might be called a normal 
result, even though that may involve 
using the taxpayer's income during pe- 
riods considerably prior to the usual 
1936-1939 period. 

Furthermore, it is provided that if 
settlement is not effected with the Bu- 
reau of Internal Revenue, appeal must 
be taken to a special division of the 
Board of Tax Appeals whose deter- 
minations and redeterminations shall 
not be reviewable by the Board as a 
whole. 


Installment Business Taxpayers: 
Finally, there has been added for 
the relief of taxpayers reporting on the 
installment basis, a new provision 
which will permit such taxpayers to 








elect to pay taxes, for excess profits 
tax purposes, on the accrual basis, pro- 
vided the taxpayer can show that the 
average volume of credit extended to 
purchasers on the installment plan in 
the four preceding taxable years was 
more than 125 per cent. of the volume 
of such credit extended to purchasers 
in the taxable year. I might note here 
that there have been some statements 
from the Senate Finance Committee, 
indicating that this 125 per cent. re- 
quirement will be eliminated, but the 
exact method of its elimination must 
await release of the new draft of the 
law. 

This section is intended to relieve 
installment dealers who, by reason of 
restrictions on installment credit, must 
now collect a very much larger per- 
centage of sales within the first year 
and, as they are still collecting large 
proportions of sales made prior to the 
credit restrictions, the result is to in- 
flate abnormally the current income. 
Thus, in some cases, possibly in many 
cases, excess profits will be indicated 
and otherwise would be taxed, though 
they do not in fact exist. The purpose 
of the proposed amendment is to per- 
mit such taxpayers to revert to the ac- 
crual method in which event only the 
current profit on current sales, regard- 
less of their collection, will be reflected 
in excess profits net income. After once 
being entitled to elect the use of the 
accrual method and having so elected, 
the installment dealer is likely to be 
required to continue on that basis for 
excess profits tax purposes. 


CHANGES IN SUPPLEMENT A 


Supplement A which, as you know, 
contains Sections 740 to 744, will be 
materially altered under the House 
bill which the Senate Finance Commit- 
tee has generally approved. There are 
eleven basic changes which I shall de- 
scribe: 


Election eliminated: 


Under the existing statute a tax- 
payer must elect, in its return when it 
is filed whether it wishes the benefits 
of Section 742 (if it is entitled thereto), 
or wishes to have its credit on the in- 
come basis computed under Section 
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713, which takes into consideration 
only the taxpayer’s own income. This 
need for the making of an election 
will be eliminated as the amended sec- 
tion now provides that the credit shall 
be the amount based on the taxpayer’s 
own income as computed under Sec- 
tion 713 or the combined income of 
the taxpayer and its components com- 
puted under Section 742, whichever is 
greater. 


Growth Method permitted: 


Equally important, there will be 
added to Section 742 a formula that is 
the counterpart of the growth method 
now contained in Section 713(f). 
Thus, taxpayers which include the in- 
come of components may be permitted 
to apply the growth method, equiva- 
lent to Section 713(f). This method is 
the one that determines the average 
base period income by adding to the 
income for the last half of the base 
period one-half of the difference be- 
tween the first half and the last half 
and dividing the result by two. It is not 
permitted under the existing statute. 


Income of all Companies included: 


Another change will permit the in- 
clusion, in determining the income of 
the taxpayer and its components, of all 
income earned during the applicable 
base period of all companies involved. 
Under certain circumstances, the ex- 
isting law prohibits the inclusion of 
the income of acquiring corporations 
but these prohibitions are to be elim- 
inated. 


Constructive Income permitted: 


Another amendment will permit the 
taxpayer to include, in base period in- 
come computations, a constructive in- 
come for all companies which did not 
become components, before the first 
fiscal year beginning in 1940, if neither 
the taxpayer nor any of its component 
corporations were in existence on De- 
cember 31, 1936. Thus, if all of the 
corporations which compromise the 
present taxpayer were organized after 
December 31, 1936, a constructive in- 
come will be permitted to be included 
for the period prior to organization 
for all companies. 
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However, if one of the corporations 
was in existence on December 31, 
1936, no constructive income will be 
permitted for any corporation. 


Base Period Years fixed: 


Under the existing law the base 
years of any particular corporation 
might vary as the taxpayer changes its 
fiscal year, or by reason of the merger 
of two or more companies. The pro- 
posed amendment will eliminate all 
these possibilities of change by pro- 
viding that if the tax is being com- 
puted for any taxable year beginning 
after December 31, 1941, the base 
years will be the calendar years 1936 
to 1939, inclusive. However, if the tax 
is being computed for a taxable year 
beginning in 1940, the base period 
will be the 48 months preceding the 
beginning of that fiscal year; and in 
the computation of the tax for a fiscal 
year beginning in 1941, the base pe- 
riod will be the 48 months preceding 
the same date in 1940 as is the start 
of the 1941 fiscal year. 


Taxable Years Includible when Fiscal 
Years of the Components Vary: 


The existing law covering the tax- 
able years of components, which may 
be included with the income of the ac- 
quiring corporation or taxpayer, is in- 
complete and, as some of you know, 
may result in the inclusion of less than 
48 months’ or 4 years’ income, even 
though the company was in existence 
for four full years; yet the result may 
be divided by 4 years to obtain ‘the 
average. This result was apparently 
not intended and the House bill pro- 
poses to amend the law to eliminate 
this inequity. It provides that, funda- 
mentally, each base period year will 
include the net income of all corpora- 
tions comprising the taxpayer for all 
fiscal years or periods which began 
within the base year. Thus, for exam- 
ple, if the base years are the calendar 
years 1936 to 1939 and a component 
had a June 30 fiscal year, its income 
for the fiscal year beginning July 1, 
1936 will be included in the 1936 
base period year; the fiscal year begin- 
ning July 1, 1937, in the 1937 base 
period year, etc. 
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However, difficulties may arise where 
fiscal years were changed or short pe- 
riods are involved. Hence, if the fiscal 
period includible in the manner pre- 
viously described, should be less than 
12 months, it is to be annualized ac- 
cording to the formula provided for 
the annualization of the income for a 
short period tax computation. That 
means to put it on an annual basis by 
adding to the short period the actual 
income for the remainder of the 12 
months or, if that cannot be deter- 
mined, on the basis of a monthly aver- 
age. 

Thus, for example, if one of the 
components started business on Sep- 
tember 1 and adopted a calendar-year 
accounting period, that first fiscal pe- 
riod would comprise only 4 months’ 
income. That will be annualized to in- 
clude the equivalent of 12 months’ 
earnings. 

Conversely, a change in a fiscal ac- 
counting period might result in hav- 
ing two fiscal accounting periods start 
within one base year which would lead, 
if there were no limitation, to the in- 
clusion, in the result for that base year, 
of more than 12 months’ income. The 
proposed amendment prevents this by 
providing that if such should be the 
case the income for the two periods, 
which would be more than 12 months, 
must be added together, divided by the 
number of months in the two periods, 
and the result multiplied by twelve. 
This, in effect, reduces the amount in- 
cludible to the average for 12 months. 
This is a very desirable change. 


Capital Additions and Reductions— 
Section 742 modified: 


Section 742 relates to the recogni- 
tion of capital additions and reductions 
of components and those arising out 
of the transaction whereby the compo- 
nents were acquired by the taxpayer. 
Through an oversight, apparently, the 
existing law makes this section manda- 
tory, regardless of whether the tax- 
payer elects to include its components’ 
income or elects not to include such 
income. It provides that no capital in- 
crease will be recognized by reason of 
the transaction which creates the compo- 
nent-acquiring-corporation status. Thus, 
in some cases, taxpayers did not get 
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any benefit from the components’ in- 
come or from the new capital acquired 
as a result of the transaction. 

The House bill proposes to modify 
this to make its provisions applicable 
only to the computation of the credit 
under Supplement A, whereas it is 
now applicable to the computation of 
the credit under Section 713 as well 
as under Supplement A. 

Furthermore, the provisions have 
been more carefully developed so as to 
provide, in effect, that: 


(1) The capital additions or reductions 
of each component, up to the day 
on which it is taken over, shall be 
recognized as capital additions and 
reductions of the acquiring com- 
pany, except that no addition or 
reduction will be recognized with 
respect to transactions between the 
component and its acquiring cor- 
poration or the latter’s stockhold- 
ers; and 

(2) With respect to the acquiring cor- 
poration, no capital additions or 
reductions will be recognized with 
respect to transactions with its 
components. 


Thus, for example, if Corporation 
“A” takes over Corporation “B” in a 
transaction making them acquiring and 
component corporations, respectively, 
these situations, occurring prior to the 
take-over, would not give rise to capi- 
tal additions or reductions: 


(a) If Corporation “A” or its sharehold- 
ers invested additional capital in 
“B”, or the latter made a distribu- 
tion to “A” which is not out of 
earnings and profits, these transac- 
tions, on a separate company basis, 
might give rise to capital addi- 
tions and reductions with respect 
to “B”. 

(b) If Corporation “B” or its sharehold- 
ers had contributed capital to “A” 
or the latter had made a distribu- 
tion not out of earnings and prof- 
its to Corporation ‘B” or its share- 
holders, these transactions would, 
on a separate basis, give rise to 
capital additions and reductions, 
respectively, as to “A”. 


Double Use of same Income: 

A possible loophole under the exist- 
ing law, whereby the base period in- 
come of a corporation might be used 
to measure the credit of two com- 
panies, is to be eliminated. You may 


recall that such a possibility exists un- 
der the present law if a corporation 
transfers all its properties to another 
corporation under a transaction which 
makes it a component and receives 
stock of the acquiring company but 
later sells that stock and resumes busi- 
ness operations. The acquiring com- 
pany could use the component’s base 
period income and so could the com- 
ponent. This possibility is said to have 
been eliminated by some of the new 
provisions, though I must be frank to 
say that the language is so involved 
that I cannot at the moment be sure 
that the draftsmen have properly car- 
ried out the intention of the House 
Ways and Means Committee. 


Effective Date of these Amendments: 


It is provided that the amendments 
to Supplement A which I have just de- 
scribed will be applicable to taxable 
years beginning after December 31, 
1941, except that taxpayers may, un- 
der rules and regulations to be pre- 
scribed by the Commissioner, elect to 
make these new provisions retroactive 
to all taxable years subject to excess 
profits tax. Thus, while the taxpayer 
need not make these provisions retro- 
active, it must go all the way if it 
wants to do that; it cannot elect to 
make them apply to 1941 but not to 
1940, or vice versa. 


MISCELLANEOUS AMENDMENTS 


There are certain other miscellane- 
ous amendments affecting the excess 
profits tax, which I propose to men- 
tion in passing but without dwelling 
on them at length. These are: 


(1) The provisions that will subject life 
insurance companies to excess 
profits tax, although I might add 
that the publicity relating to this 
proposed change indicates that 
only a few companies will be sub- 
ject to tax. 

(2) The provision that will permit rail- 
road companies to use their pred- 
ecessor’s cost as the basis for 
invested capital, as well as depre- 
ciation gain or loss computations, 
when the properties have been ac- 
quired as a result of a reorganiza- 
tion under Section 77(b), even 


(Please turn to page 495) 
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Balance Sheet Treatment of Cash 
Deposits Received with Orders 





By the Committee on Technical Information and Research, R. S. HOLDEN, Chairman | 











Your letter addressed to The Con- 
trollers Institute of America was for- 
warded by Mr. Arthur R. Tucker, Man- 
aging Director, to the Committee on 
Technical Information and Research. 
The problem which you presented is 
quoted below: 


“I have a balance sheet question or prob- 
lem on which I should appreciate receiv- 
ing comments from The Institute or from 
some of the members. 

“The problem relates to a substantial 
cash deposit received from a customer with 
his order. I realize that it is customary 
practice to list such down payments as a 
liability. However, we gave it different 
treatment on our balance sheet. For example, 
under our balance sheet arrangement for the 
month of May, 1942, we deducted the de- 
posit of approximately one-quarter million 
dollars from the total amount of our in- 
ventories of material and labor in process 
for that reason that we had invested in in- 
ventories more than the amount of the cus- 
tomer’s deposits. We feel that under such 
circumstances, such treatment reflects a truer 
picture of the conditions because if the or- 
der were cancelled by the customer it would 
only be natural to bill out the inventory 
to the customer and credit him with the 
amount of his deposit balance. In other 
words, we contend that the deposit no 
longer represents a liability on the part of 
the company, such as ordinary liabilities 
which we are required to pay in the fu- 
ture. 

‘In addition to the above arguments, if 
we were to consider the customer’s deposit 
as a current liability, then we would pe- 
nalize our current ratio position. 

“I have been told that the S---- Corpo- 
ration give a similar treatment to cash de- 
posits on their balance sheet, and so far as 
I know the Securities and Exchange Com- 
mission of Washington has no objection to 
such arrangement on the balance sheet.” 


A few of the members of the Com- 
mittee agree, under certain conditions, 
with the treatment of customers’ cash 
deposits which you describe. Their re- 
plies are quoted below: 

“I am in accord with the treatment the 


inquirer has given the deposit, providing 
the inventories of material and labor in 


process represented the order for which the 
customer made the deposit. In other words, 
in that case the deposit would be more in 
the nature of a ‘down payment’ rather than 
a deposit.” 

* * * 


“The method use in setting this deposit 
up in the balance sheet is perhaps a little 
irregular but is probably good accounting. 
The deduction, of course, should be made 
from raw materials inventory as it is as- 
sumed from the reading of the problem 
that no labor has as yet been performed. In 
this case, if the deposit was in excess of the 
raw material requirements, it would not be 
proper to deduct the amount from inven- 
tories which included labor not yet supplied. 
In such a case, there would be a liability 
for performance, that is, if the deposit ex- 
ceeded the raw material requirements. 

“This is the only condition that I be- 
lieve would change the present method. Of 
course, in carrying such an item over the 
fiscal year, it would be necessary to foot- 
note the balance sheet with a descriptive 
explanation of the method used.” 


oo * * 
CONTRACT TERMS WOULD GOVERN 


“It would seem to me that the terms of 
the contract would govern the proper han- 
dling of the advance on the contract. 

“The balance sheet would truly reflect 
the financial position of the company. If 
the customer making the deposit has a first 
lien on inventories, material and labor, then 
I see no particular objection to deducting the 
amount of the contract from the inventory 


in process. If, on the other hand, the in- 
ventory or any unexpended funds are sub- 
ject to attachment by general creditors of 
the company, I feel it most certainly should 
not be handled as a deduction from the as- 
sets but should be shown as a liability with 
a proper, explaining footnote on the bal- 
ance sheet.” 
* * * 


“This question deals with a problem to 
which we have devoted a _ considerable 
amount of study and thought. 

“My own feeling regarding the problem 
is that if the contract provides that in the 
event of cancellation the inventory and re- 
lated charges incurred under the contract 
may be offset against the liability to the 
customer, represented by his advance pay- 
ment, then there should be no objection to 
the treatment which the writer has used, 
namely, the deduction from the inventory 
shown on the balance sheet of an amount 
equal to the advance payment and the cor- 
responding reduction of the advance pay- 
ment shown on the liability side. 

“I am not unaware of the fact that some 
accounting authorities believe the proper 
treatment is to show the advance payment 
as a liability without any deduction for 
amounts applied against inventory. Whether 
or not such a theory is sound, I feel that it 
is not practical because, as the writer points 
out, this method gives little consideration 
to the effect on the current ratio position. 
I think that when one finds a liability stated 
on the liability side of the balance sheet, 
the normal expectation is that such will be 
liquidated by payment of cash. If this is not 





bers. 


question. 





CAN ADVANCE PAYMENTS BE TREATED OTHER THAN 
AS A LIABILITY? 


On this question, as on many others in the corporate account- 
ing field, there may be found a legitimate division of opinion 
among controllers. In this paper, presented in the form of a letter 
to an Institute member, the Committee on Technical Informa- 
tion and Research, R. S. Holden, Chairman, has examined all 
aspects of the problem from the viewpoint of many of its mem- 


Conclusions are left to the reader, who will do well to peruse 
this article carefully if his company is confronted with a similar 


—THE EDITOR 
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contemplated, then the balance sheet should 
be prepared in such a manner as to indi- 
cate how liquidation is to be effected. 

“Some companies prefer the method of 
the inquirer. Others prefer the use of foot- 
notes. I think either is acceptable, but feel 
that one should not pass up the opportunity 
to reduce the number of footnotes to a bal- 
ance sheet. 

“A portion of the studies that we have 
undertaken was devoted to a review of cur- 
rent practices in the aircraft industry re- 
garding the treatment of various progress 
and all partial payments received on sales 
contracts. I believe that this study may be 
of some help to the writer, and excerpts 
from our review on this subject follow: 


ACCOUNTANTS 
Company A 
Treatment of Advance, Progress 
and/or Partial Payments 


Price, Waterhouse 

“Show ‘costs applicable to advance pay- 
ments’ as deduction from work in progress 
on asset ‘side of balance sheet and as de- 
duction from ‘amounts received on con- 
tracts’ on liability side. In addition, show 
‘partial payments’ as deduction from inven- 
tory total referring to footnote which ex- 
plains that the partial payments have been 
received under contracts with the United 
States Government which provide (1) that 
the title to all property upon which any 
partial payment is made vests in the govern- 
ment....or (2) that payments received 
constitute a lien on the property upon which 
the payment is made. 


Company B 

Allen R. Smart 

“Segregate work in process between (1) 
that ‘to a substantial portion of which’ title 
has passed to vendee or against which 
vendee has lien, and (2) other work in 
process and show ‘progress payments’ as de- 
duction from that to a substantial portion 
of which title has passed to vendee or 
against which vendee has lien. Show ‘ad- 
vances on sales contracts’ as liability with- 
out any reference to ‘progress payments’ de- 
ducted from asset. 


Company C 

Leidesdorf 

“Show ‘customer advances on contracts’ as 
liability. No indication that any have been 
deducted from inventories and no mention 
that inventories are subject to any lien or 
that title thereto has passed to any cus- 
tomer. 


Company D 

(Same as C) 
Haskins & Sells 

Company E 

(Same as C) 
Lybrand 

Company F 


Ernst & Ernst 
“Show ‘advances received on contracts (in 
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excess of expenditures thereon)’ as liability. 
Also show ‘advances received on contracts’ 
as a deduction from total inventories, re- 
ferring to Note A which explains ‘advances 
received on contracts are applied as a re- 
duction of the aggregate inventory to the 
extent such advances do not exceed the 
amounts included in inventories in respect 
to such contracts. The excess of such ad- 
vances over the amount so applied is re- 
flected as a liability.’ In addition, Note D 
referred to under contingent liabilities 
states: ‘The company has received certain 
advances to apply on the sales price of its 
products not yet delivered and $20,182- 
864.90 of such advances are deducted from 
the related inventory accounts in this bal- 
ance sheet and are not reflected as liabili- 
ties. In the event of failure to perform any 
of the contracts under which advances have 
been received, the company would be liable 
for the return of a portion of such ad- 
vances.’ 
Company G 

Haskins & Sells 

“Show ‘advances received under terms of 
contracts-net’ as liability, referring to Note 
A which is also referred to in connection 
with inventories. Note A states: ‘The net 
advances shown in balance sheet include 
net advance payments of $41,000,000 re- 
ceived by company on three contracts which 
provide that title to materials and work in 
process applicable to these contracts shall 
be vested in the customers. The year-end 
inventory of work in process included $11,- 
000,000 and $8,000,000 applicable to con- 
tracts on which net advances aggregating 
$5,000,000 and $36,000,000, respectively, 
had been made. The materials and supplies 
inventory included items not segregated as 
to value which will be charged to these 
contracts when the materials are requisi- 
tioned for use in production.’ There is no 
indication that any advances are offset 
against inventories. 


Company H 

Arthur Young 

“Show ‘customers deposits’ as liability and 
‘progress payments effecting technical trans- 
fer of title’ as deduction from inventories. 

“You will observe that only companies F 
and H appear to treat advances received on 
contracts in the.same general manner as we 
do, though even they do not attempt to dis- 
tinguish ‘deposits’ from ‘advances.’ Com- 
pany A appears to treat ‘partial payments’ 
as we do but treat ‘advance payments’ in 
an exactly opposite manner, deducting costs 
applicable to the payments from the amount 
shown as a liability rather than the contrary. 
The largest number of companies appear to 
show these items as liabilities without in- 
dicating in any manner whatsoever that title 
to inventories has passed to customers or 
that the inventories are subject to a lien to 
secure the liability. Company G, and to a 
certain extent, Company B, appear to handle 
the matter in the manner which I regard as 





best. Each mentions specifically that title 
to a portion of their inventories has become 
vested in customers or is subject to a lien 
and Company G at least specifies the total 
amount of the inventories involved.” 


* * * 


ADVANCE PAYMENTS AS LIABILITY 


Several members of the Committee 
have, in their replies, indicated that 
they believe advance payments should 
be treated as a liability for the various 
reasons which they give. In the first of 
the following quotations is a descrip- 
tion of the method used by one of our 
members in handling this problem in 
his own company. 


“The method I use is to show on the as- 
set side of the balance sheet the item ‘Cus- 
tomer’s Cash Deposits Against Goods to be 
Shipped—per contra,’ and on the liability 
side ‘Liability for Shipments to be Made 
Against Customer’s Cash Deposits—per con- 
tra.’ This is for balance sheet purposes 
only. The credit on the books shows only 
the credit to the customer’s account for his 
remittance. Naturally, to show on the bal- 
ance sheet a reduction of the accounts re- 
ceivable would be a distortion of the facts. 
A reduction of the inventory is also a mis- 
statement, as it is not true. 

“The method I use overcomes the in- 
quirer’s objection to penalizing the current 
ratio position, as in computing the ratio 
both the asset and liability would not be 
considered. In conclusion I should say that 
the liability should be displayed.” 


* * * 


RETURN THE DEPOSIT 


“In the absence of any agreement as to 
the segregation of inventory, in my opinion 
it is entirely proper to treat cash deposits 
as a liability. To do otherwise would un- 
derstate product inventories and current li- 
abilities, also resulting in a distortion of 
the cost of sales shown on the income 
statement. 

“If the order were cancelled by the cus- 
tomer, I believe the procedure would be, 
in the absence of any agreement to the con- 
trary, to return the deposit to the customer, 
which would not involve any entries to in- 
ventories or profit and loss. 

“The treatment suggested by the inquirer, 
if adopted, would require a balance sheet 
footnote setting forth the basis of inventory 
valuation.” 

* * * 


“It seems to me that there might be 
some criticism in deducting the advance de- 
posits from the inventories, for this would 
tend to make the ratio quite a bit more 
favorable. On the other hand, the more 
normal treatment could be a bit unfair to 
the company. 
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“If the balance sheet is presented in suf- 
ficient detail to permit showing the nature 
of the deposit liability, whether it is car- 
ried as a liability or deducted from the in- 
ventory of goods is process, it should be 
evident to anyone analyzing the figures that 
an allowance should be made for the dis- 
tortion in the ratio. 

“It could, of course, be explained by a 
footnote on the balance sheet, but, in any 
event, complete enough data should be 
there so that there would not be any criti- 
cism of attempting to create a more favor- 
able picture by unorthodox treatment of ac- 
counts.” 


CONTINGENT RESERVE TREATMENT 


“I have always held that advance pay- 
ments on orders are more or less of a con- 
tingent reserve and not a current payable. 
I might add that said amounts have not 
been of a particularly large nature. I pre- 
sume that the inquirer’s company payments 
run into large figures. 

“Technically, it is incorrect to apply en- 
tire advance payments as a reduction of in- 
ventory as there are elements involved 
which tend to increase the deduction from 
inventory in said respect. Generally, ma- 
terial and equipment orders involve ele- 
ments of raw material, labor, expense, over- 
head and profit, and unless these elements 
are represented as work in process inven- 
tory, the application of the advance payment 
reduces the inventory beyond the figure 
quoted. Surely this is true insofar as profit 
is concerned as cash received at least in- 
cludes an element of profit in proportion to 
the total order. 

“On the other hand, if it is the practice 
in the trade to handle advance payments in 
this manner, it should be definitely shown 
as a separate item of deduction after arriv- 
ing at the total of the gross inventory with 
footnote properly describing same as well 
as stating the estimated amount of the profit 
or other items not appearing in the inven- 
tory which form part of the payment.” 


* * * 


“The lack of detailed information makes 
it very difficult to analyze the problem pre- 
sented. A solution to it, therefore, can be 
predicated only on the bald premise that 
the balance sheet of a corporation at any 
given date must clearly reflect at least what 
it owns and what it owes. 

“The procedure adopted by the subject 
corporation in compiling its balance sheet 
for the month of May, 1942, and as it ap- 
parently desired to adopt for succeeding 
fiscal periods, would seem, in the light of 
the way the problem is presented, to have 
been conceived merely as a means to an 
end, for example, to avoid penalizing its 
current ratio position rather than to clearly 
and fairly reflect its true financial position 
in the most informative way. 
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SHOULD BE SHOWN As 
CURRENT LIABILITY 


“On the basis of the information sub- 
mitted and as it relates to the procedure 
adopted by the subject corporation, it is 
the writer’s opinion that the funds ad- 
vanced by the customer should be shown as 
a current liability and not applied in re- 
duction of the inventory for the following 
reasons: 


1. The customer’s order was not cancelled 
at May 31, 1942, and it should not, 
therefore, be treated as though it were 
regardless of what its actual terms are. 
If it had been cancelled and under its 
terms the customer is chargeable with 
all unfinished inventory relating thereto, 
the balance sheet item concerned would 
be either ‘Accounts Receivable’ or ‘Ac- 
counts Payable’ as the case may be and 
not inventory, in which event the ques- 
tion at issue would not arise. 

In all probability the customer advanced 

the funds against the delivery of finished 

goods and not against the acquirement 
of materials and expenditures for labor 
to produce them, even though the sub- 
ject corporation used the funds ad- 
vanced for that purpose. It follows in 
that event that the liability for the funds 
advanced can be liquidated only by re- 
payment in cash or the delivery of fin- 
ished goods and should, therefore, be 
set forth in the balance sheet as such. 

3. The subject corporation is the legal 
owner of the inventory involved and its 
unencumbered ownership should be re- 
flected in the balance sheet until the sub- 
ject corporation legally transfers or dis- 
poses of it. 

4. The creditors have the legal right to 
know the full extent of the liabilities of 
the subject corporation, which are cer- 
tainly not disclosed when the inventory 
is stated net of the funds advanced by 
the customer. 


No 


“In its consideration of the problem, the 
subject corporation would seem to have 
taken into account the possible default on 
the part of the customer through cancella- 
tion but seems to have ignored the possi- 
bility of a default on its own part, which 
is more important and should be provided 
for. 

“Regardless of what the Securities and 
Exchange Commission actually permitted 
the S---- Corporation to do in a similar sit- 
uation, it would seem to those experienced 
with S.E.C. procedure that the Commission 
would not permit the funds advanced to be 
applied against the inventory undelivered 
without a very clear and definite explana- 
tory note to that effect being set forth on 
the balance sheet, because, after all, as is 
well known, the only thing the S.E.C. is 
really interested in is the matter of proper 
disclosure, and if a full disclosure is made, 
anyone concerned may revise the balance 
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sheet presented to conform to his own view- 
point. 

“If the current ratio position of the sub- 
ject corporation must meet some stipulation 
contained in an indenture or agreement re- 
lating to a bond issue, preferred stock is- 
sue, or other financial obligation, it would 
seem as though that fact in itself should 
be an added reason why the funds advanced 
should be reflected as a liability, because if 
the other parties to the indenture or agree- 
ment should have a point of view different 
from that of the subject corporation a very 
serious situation might develop. 

“The plain facts of the case would seem 
to be that the customer advanced the funds 
against the delivery of finished goods and 
it did so not because its credit was doubt- 
ful but because the supplier required finan- 
cial assistance in the production of the 
goods ordered. When a corporation obtains 
financial assistance for the operation of its 
business, for any reason whatever, its bal- 
ance sheet should so indicate. 

“Also as is well known, it is required 
that the balance sheet of a corporation 
should very specifically state the basis on 
which the inventory shown therein is val- 
ued. If the amount of the funds advanced 
is deducted from the inventory valued at 
the customary basis of valuation, the result- 
ing net inventory shown on the balance 
sheet would seem to require a very lengthy 
and detailed statement in order to indicate 
exactly what that valuation represents. If 
the funds were advanced against the de- 
livery of finished goods, the amount ad- 
vanced contains not only a profit element 
but also an element representing adminis- 
trative or general expense, neither of which 
is included in the inventory valuation be- 
fore the deduction of the funds advanced. 

“This particular point, although inciden- 
tal to the main point, complicates the prob- 
Jem and would seem to be an additional 
reason why the procedure adopted by the 
subject corporation is not only impracti- 
cable but almost improper unless a full dis- 
closure of what has taken place is made.” 


% * * 


SUBSTITUTING INTENTION FOR 
ACCOMPLISHMENT 


“There appears to be developing a trend 
of thinking by various accounting execu- 
tives throughout the country to regard, for 
balance sheet purposes, the intention to do 
a thing as something which has already 
been accomplished. The most prominent ex- 
ample of this is the method which many 
companies are using to reflect their owner- 
ship of tax savings notes on their balance 
sheets as deductions from their income tax 
liabilities. In other words, it is contended, 
for balance sheet purposes, that their tax 
liability has been liquidated by the pur- 
chase of tax notes. Actually, of course, this 
is not the case, and various contingencies 
might develop which would require par- 
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ticular companies to put such notes to a use 
other than the payment of income tax li- 
abilities, although it is true that it is their 
intention to use such notes for that particu- 
lar purpose. 

“The problems presented here is of a 
similar character. The company has accepted 
a substantial order which requires the use 
of a large amount of its working capital to 
produce. As a guarantee, apparently, of the 
customer's good faith, the company has re- 
quired a large advance payment. It is the 
company’s intention to produce this mate- 
rial to the specifications of the customer 
and probably within a time limit. I can 
visualize, however, many contingencies, es- 
pecially under present conditions, which 
might prevent the company from either 
meeting the customer’s specifications or be- 
ing able to ship within the allotted time. 
here again intentions have been translated 
into a fait accompli. 

“I regard this trend as a hazardous one 
in accounting conventions. It is true that 
these intentions will undoubtedly, in the 
vast majority of cases, eventually be- 
come accomplished facts. My experience, 
however, has always taught me that the 
correct balance sheet is one which clearly 
sets forth all facts, as well as all known 
contingencies, in a clear manner and in ac- 
cordance with accepted accounting princi- 
ples. Accounting principles, or accounting 
conventions, have been fostered through 
many years of practice and deliberation on 
the part of the members of the accounting 
profession, largely through the handling of 
problems of this nature. Acceptance of 
these principles is a slow and somewhat 
tedious process. This is rightly so, since 
they should be tested from every angle be- 
fore acceptances are accorded. Frankly I do 
not feel that this trend will be accepted in 
the long run, either by accountants or by 
those who use accounting information. 

“By drawing a somewhat ridiculous 
analogy, I think that this point may be 
made more clear. If it is correct to treat an 
intention as an accomplished fact for bal- 
ance sheet purposes, why would it not be 
correct to net all current liabilities against 
all current assets, or at least to net cash 
against current liabilities? In our company 
on each month’s balance sheet we carry a 
substantial liability for our accrued payroll. 
It is our intention to liquidate this payroll 
item within a few days after the close of 
the month. Actually by the time the bal- 
ance sheet is issued this has been done. 
Why would it not be correct, following this 
reasoning, to allocate a portion of our cash 
against that accrued payroll liability? The 
same applies to ordinary current accounts 
payable.” 

* * * 
HEAvy CONSTRUCTION INDUSTRY 
Depucts DEPOSITS FROM CosT 


“The question concerning balance sheet 
treatment of a ‘substantial cash deposit’ re- 
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quires consideration of these subsidiary 

questions: 

1. What is customary or generally accepted 
treatment of such items in the industry 
of which this enterprise is a part? 

2. What are the provisions of the contract 
of sales with respect to cancellation? 

3. Are the cost and profit conditions such 
that any part of the deposit should be 
treated as income? 

4. Does the procedure adopted impair the 
comparative value of the company’s bal- 
ance sheets as previously published ? 

5. Are there any possibilities that the con- 
tract may ultimately prove unprofitable? 


“The heavy construction industry is, I be- 
lieve, the only one which customarily de- 
ducts deposits, prepayments, or partial pay- 
ments from the cost value of the work in 
process. Under certain circumstances a por- 
tion of such payments is treated as deferred 
income or as current income. When the 
total deposit is deducted from cost, if such 
deposit includes an element of profit, the 
inventory account is understated for bal- 
ance sheet purposes. 

“Based upon the information given and 
taking into consideration the several factors 
named above, it is my opinion that the de- 
posit should be treated as a current liabil- 
ity and not as a reduction of current inven- 


tory.” 
* * * 


TREATMENT Must MEET FActTs 


“I think it will be generally agreed by 
all members of The Controllers Institute 
that a balance sheet should show actual 
facts insofar as possible. The treatment of 
the $250,000 advance payment on an un- 
completed contract as reported in this let- 
ter will hardly meet the test, ‘Does such 
treatment reflect actual facts ?’ 

“I do not think that such a payment 
should be washed against any of the three 
assets, cash, accounts receivable, or inven- 
tory. Instead, I think it should be shown 
on the credit side of the ledger under some 
such heading as ‘Advance Payment Against 
Contract,’ and I think it should be shown 
as a current liability. It is true that such 
handling of the entry would affect the cur- 
rent ratio of the company, but it seems to 
me that could be easily explained to any 
banker or grantor of credit.” 


RaATIos ARE ONLy GUIDES 


“I believe the logical treatment of the 
customer’s cash deposit is to include it as a 
part of the cash and to set up the liability 
under current liabilities. 

“If the logic of the inquirer’s argument 
in his treatment were followed through, 
then certainly it would be proper to con- 
sider all inventories as accounts receivable 
when orders for such inventories had al- 
ready been received. Many firms with large 
back log of orders would be justified in 








treating their whole process inventory as 
an account receivable. 

“Accounting is supposed to be a his- 
torical record with the balance sheet being 
a picture of that record at the present time. 
Just as happenings in history are related to 
time so are the accounts related to time and 
the balance sheet as reflecting the accounts 
is tied in with the element of time. In my 
opinion, this balance sheet is supposed to 
reflect what has happened in the accounts, 
not what is going to happen. 

“We should not be concerned too much 
with the fact that the conventional treat- 
ment penalizes the current ratio position be- 
cause it should be remembered that ratios 
are used only as guides and as such are of 
no real value unless we go behind them to 
see what makes them up.” 

* * * 


I.C.C.’s TREATMENT 


Two members of the Committee 
have made comments of a general 
nature. 

“The inquirer might be interested in the 
treatment of such items in the Interstate 
Commerce Commission’s classification of 
accounts for steam railroads. Here the vari- 
ous balance sheet accounts are classified un- 
der general headings; for instance, on the 
liability side we have Stock, Long Term 
Debt, Current Liabilities, Deferred Liabil- 
ities, Unadjusted Credits and Corporate 
Surplus. After naming specific deferred 
liability accounts they provide an account 
for other deferred liabilities in which are 
carried liabilities for deposits made in ad- 
vance by industries to cover cost of con- 
struction of industrial side tracks and other 
similar items which might be considered 
somewhat analogous to the case at point. 
As you may know, the Commission is very 
meticulous in the segregation of assets and 
liabilities, one of the principles being the 
setting up of debits and credits on opposite 
sides of the balance sheet, which in com- 
mercial practice might be stated as net 
amounts on one side. 

“The balance sheet considerations for a 
service company such as a railroad are, of 
course, somewhat different than those of an 
industry in which the balance sheet ratios 
of inventory and other current assets and 
liabilities are of primary importance, hence 
this information may be purely academic.” 

* * * 

“It seems to me that there are so many 
different conditions related to the type of 
problem posed here that any suggestions 
for accounting procedure that I might 
make would not be of much value. 

“It seems to me that when a controller 
has this type of problem to solve he should 
work out several methods of handling it, 
present them to the management with his 
recommendations, and be governed by the 
treatment which the management says will 
be most useful to it.” 

(Please turn to page 495) 
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“Controller Must Develop New 
Techniques”’—McCobb, New President 


A suspicion that you have not done 
such a good job in picking your next 
president is uppermost in my mind at 
this moment. I know the pressures and 
strains that will be put on The Insti- 
tute if it is to realize its full possibili- 
ties of helpfulness, and I naturally 
hesitate to assume the responsibility of 
leading this organization to the place 
it must take and the job it must do in 
the coming year. However, my faith 
in The Institute is such that I can- 
not honorably refuse the job. I know 
of no other association which has been 
so fortunate to date in the men it has 
selected to lead its deliberations and 
formulate its policies. I shall be happy 
if, when I turn this office over to my 
successor a year hence, you can think 
as kindly of me as we all do of Mr. 
John A. Donaldson, who has done so 
much to advance The Institute’s use- 
fulness in the past year. 

A country boy who paid his first 
visit to New York was advised that he 


could get his best picture of the city , 


in the shortest space of time by taking 
a tide on the upper deck of a Fifth 
Avenue bus. He took this advice, but 
had no sooner sat down than the bus 
lurched into action and started up the 
avenue. Simultaneously, the country 
boy leaped for the stairway and en- 
deavored to jump off. 

“What's the matter,’ asked the 
guard. “‘Isn’t there a seat up there?” 

“Sure, there’s a seat all right,’ said 
the boy, “but there ain’t no driver.” 

I do not want you to feel that way 
about me as we embark on the twelfth 
year of this young Institute. If you do 
not see the president, I hope you will 
give him credit for being on the job 
down below, where the steering wheel, 
accelerator and brake are under his 
control. 

I enter upon this new responsibility 
with some trepidation, and with grave 
doubts about my qualifications. In that 
respect I am like the colored boy who 
was handed a complicated form to be 
filled out and returned to his draft 





T. C. McCoss 


Controller, Standard Oil Company (New 
Jersey) Elected President, Controllers In- 
stitute of America 


board. The candidate had not bene- 
fited by much schooling and found 
himself floundering among the ques- 
tions. He finally gave up, but wrote a 
simple statement across the face of the 
form which he mailed back to the 
board. In a cramped, illiterate hand he 
wrote, “When you is ready, I is ready.” 
That expresses my position as I ac- 
cept the presidency of The Institute. 


ADJUSTMENT TO CHANGING 
CONDITIONS 


I have one comforting thought as I 
contemplate the uncertainties of my 
new job, near the close of our first 
year in the second World War. My 
predecessor was in office when the 
transition from peace to war actually 
came. He acquitted himself so well 
through the violence of the business 
upheaval then that I should find my 
problems of adjustment to changing 
conditions relatively less difficult. 

This eleventh annual meeting finds 
our Institute with a normal blood pres- 
sure, good eyesight and hearing, and 
every other evidence that it is in the 
best physical shape possible if it is to 
meet further war demands. The new 
calls on our profession since Pearl 
Harbor would have made the organi- 
zation of a Controllers Institute im- 
perative now if the need had not been 
realized by farsighted men back in 1931. 

When Mr. Donaldson was made 
president, he spoke with proper grati- 
fication of the fact that we had 1,600 
members. It is a real tribute to his 
leadership and to The Institute that 
during his incumbency we added 290 
more members. Our growth reminds 
me of the familiar beginning and sur- 
prise ending of a story told by Jim 
Farley. He said, “Once upon a time 


(Please turn to page 480) 
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CONTROLLER MUST OPERATE IN NEW FIELD 


| It was an inspiring message that the new President of The | 
| Controllers Institute of America gave to its members at the | 
eleventh Annual Meeting of the organization in Chicago, on 
September 22. Mr. T. C. McCobb had been elected on the previ- 


| He spoke of the drastic regulations promulgated by the Fed- 
' eral Government; he said that the continuance of any business 
| is dependent on proper accounting, and that controllers must 
comply with onerous Government demands for reports. This is 
a sound program. The continued cooperation of controllers was 
pledged, as a contribution to victory. 


—THE EDITOR 
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Brief Items from Here 















Date Extended for Filing Capital 
Stock Tax Returns 


The Commissioner of Internal Revenue 
has announced that an extension had been 
granted to November 28, 1942, for the 
filing without penalty of capital stock tax 
returns for the year ended June 30, 1942. 
This action was authorized by a Joint 
Resolution recently passed by Congress 
and approved by the President, September 
29, 1942. 

The law in effect before the approval 
of the Joint Resolution required the filing 
of returns by July 31, 1942, but author- 
ized the Commissioner to grant an ex- 
tension of not to exceed sixty days. The 
effect of the Joint Resolution was to 
permit an extension of an additional sixty 
days, or until November 28, 1942. 


Uniform Financial Forms Urged by 
Commissioners 


Adoption of uniform financial reports 
by regulatory authorities and others in 
the securities field, in order to simplify 
the work of providing statements, was 
urged at the closing meeting of the Na- 
tional Association of Securities Commis- 
sioners in September. 

Vern Z. Zeller of the Wisconsin Com- 
mission urged adoption of uniform forms 
as chairman of the committee assigned to 
the task of conducting the study, in co- 
operation with the National Association 
of Securities Dealers, Investment Bankers’ 
Association and the Securities and Ex- 
change Commission. 

James A. Treanor, Jr., of Philadelphia, 
director of the trading and exchange di- 
vision of the S.E.C., expressed the Com- 
mission’s concurrence in the move to 
adopt uniform reports. 

They emphasized the problem facing a 
company which does business in several 
states where each state and the S.E.C. 
might require a different form. 


Shortage of Accountants and Government's 
Demands 


The shortage of accountants does not 
make headlines in a country where more 
visible shortages, such as those of copper, 
iron, steel and aluminum, make them- 
selves felt in every home. 

Yet most companies engaged in war 
work find themselves buried under detail 
work. The WPB, the OPA, the WLB and 
a dozen other agencies have been asking 
for special reports. The added volume of 
production has loaded details on the 
shoulders of accounting forces, while se- 








lective service has diminished their num- 
bers. The controller of one large com- 
pany engaged in the war effort declared 
in September, off the record, that he did 
not see how his concern was going to be 
able to issue an annual report. Special re- 
turns were taking all the available time of 
his accounting force. 

Into this tangle of returns, reports, new 
procedures and old headaches, the Se- 
curities and Exchange Commission was 
proposing to inject a new factor: A proxy 
statement along new lines, requiring 
much additional information for the 
stockholders. War industry generally was 
praying that the WPB or some other high 
authority would use its influence with the 
S.E.C. to obtain a reconsideration of the 
plan. 

Accountants’ Meeting Stresses 


War Themes 


The 55th annual meeting of the Ameri- 
can Institute of Accountants, held in Chi- 
cago from September 28 to October 1, 
had as its theme: “Accounting and the 
War Effort.” 

More than a thousand accountants were 
said to have attended the meeting, at 
which a variety of subjects were dis- 
cussed, including renegotiation of war 
contracts, accounting problems in price 
control, Navy cost inspection, determina- 
tion of contract costs by the War Depart- 
ment, the importance of accountancy in 
the war program, plant accounting for 
government-owned property, professional 
training in time of war, and proper re- 
flection of inventories on the balance 
sheet of the war contractor. 


$9,000 Salary Cost Limit Studied by Army 
For War Contracts 

Among the proposals covering permis- 
sible costs in war contracts that were un- 
der consideration in September by the 
Army Ordnance Department was included 
one limiting deductions for executive 
salaries to $9,000 and another allowing 
only a four per cent. profit after taxes. 
These would apply, of course, only to 
renegotiated contracts or to those ar- 
ranged on a cost-plus-fixed-fee basis. 

One source stated, although it could 
not be confirmed, that the Army has al- 
ready virtually adopted this plan and will 
put it into effect soon. Accounting exec- 
utives in close touch with cost develop- 
ments were, however, inclined to be skep- 
tical of this statement, while admitting 
that numerous proposals concerning per- 
missable costs in war contracts were now 
coming before the military services. 






War contractors declared last month 
that the cost question is being increasingly 
confused by the emphasis on renegotia- 
tions and the tax hearings in Washing- 
ton. In addition, as a result of President 
Roosevelt’s ban on double pay for Sun- 
days, war contractors who had been re- 
ceiving allowances for such pay were told 
to revise their prices to the government. 


Survey Shows Many Industries 
Optimistic 

Less than half of the manufacturers 
Participating in a survey on prospects for 
the latter half of 1942 expect to show 
increases in sales over the comparative 
1941 period, Dun & Bradstreet announced 
in mid-September. 

The survey revealed that producers in 
40 out of every 100 industries expect a 
larger sales volume, that 30 of each 100 
anticipate about the same business as last 
year, and that the remaining 30 forsee a 
decline in the months ahead. 

In general, the most hopeful groups 
were makers of machinery, electrical 
equipment, food products and chemicals. 
Gloomiest, according to the survey, are 
manufacturers of paper, men’s apparel and 
lumber. 


One Company, One Statement 

The problem of simplifying and unify- 
ing corporate accounting methods so that 
a single set of figures may be compiled by 
a given corporation for submission to its 
stockholders, to the Securities and Ex- 
change Commission and to state regula- 
tory bodies is being explored by a sub- 
committee of the joint S.E.C.-financial 
industry group. 

Not only do accounting practices differ 
with varying forms of enterprise, but 
there are also many methods in use 
among companies in the same field. The 
latter, of course, is due mainly to long- 
standing traditions that are hard to over- 
come; some industries fields for many 
decades have cast their reports in forms 
which prevent competitors from knowing 
exactly how they are making out. 

Because the data demanded by the 
S.E.C. and by state agencies vary consid- 
erably, and companies which have to sat- 
isfy both forms of official critical control 
have yet another form for reporting to 
stockholders, the work of the subcom- 
mittee is especially timely and has, gen- 
erally, the blessing of management and 
stockholders alike. 


and There of In&t 
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Tax Deductions Soar Above Net Income 


Tax deductions, contrary to popular 
belief, are shown by company statements 
to be rising more rapidly than net in- 
come, even in the case of companies with 
very large war contracts. 

Net income of the American Smelting 
and Refining Company and its consoli- 
dated subsidiaries in the first six months 
of this year amounted to $14,828,177 be- 
fore taxes, or $1,020,621 in excess of the 
$13,807,556 earned before taxes in the 
corresponding period a year ago, accord- 
ing to the company’s semi-annual state- 
ment published August 24. 

Provision of $9,574,536 for estimated 
taxes on income and corporate taxes re- 
duced earnings to the net of $5,253,641 
for the 1942 period from $6,768,818 net 
reported for the first half of 1941 after 
deducting $7,038,739 for taxes. 

The amount of provision for Federal 
income and excess profits taxes included 
in the deduction on income is estimated 
under the revenue bill passed by the 
House of Representatives on July 20, 
1942, and is subject to any changes that 
may be made before final enactment, the 
report stated. 

Another example, which can be dupli- 
cated many times by the experience of 
other corporations, is that of the Lehn & 
Fink Products Corporation, which had a 
net profit of $648,182 for the year ended 
on June 30, 1942, after deducting $695,- 
083 for taxes. For the year to June 30, 
1941, earnings were $770,360, after a pro- 
vision of $642,367 for taxes. 


$220 Billion Mark Passed in U.S. 
War Spending Plan 


On the first of September, a Treasury 
compilation showed that appropriations 
and contract authorizations for the war 
program totaled more than $220,000,000,- 
000. 

Although this sum is larger than all 
the money spent by the United States 
Government from the inauguration of 
George Washington as President until the 
attack on Pearl Harbor, most of it re- 
mained yet to be spent. 

Treasury expenditures from March 25, 
1940, to July 31, 1942, totaled $37,000,- 
000,000 for military purposes. An addi- 
tional billion or two has been spent by 
the Reconstruction Finance Corporation 
and other government corporations for 
which no exact figures are available. 

The August bulletin of the Treasury 
Department showed that war appropria- 
tions in this period aggregated $191,739,- 


987,588, while contract authorizations 
amounted to $14,290,870,225 ($467,872,- 
846 of these contract authorizations are 
duplicated in the appropriations figure), 
and the net total of the two was $205,- 
562,984,967. To this amount must be 
added approximately $15,000,000,000 of 
authorizations for the R.F.C. and other 
corporations. 


Special Bank Accounts for Ration 
Books Seen 


The Commerce Department suggested 
in early September that some day soon 
banks may have to set up special check- 
ing accounts using ration coupons instead 
of money, to help business cope with the 
problem of rationing. 

A press release from the department 
said its economists expected some such ar- 
rangement would become necessary be- 
cause of the bookkeeping, safekeeping 
and other problems of handling ration 
coupons. Sugar rationing already has 
created a problem of handling an esti- 
mated 1,000,000,000 small scraps of 
printed paper. 

The economists said England already 
had begun the creation of such coupon ac- 
counts through its post-office system, but 
they said banks were more suitable. Pre- 
sumably business men would make reg- 
ular deposits in the bank of the ration 
coupons collected from customers, and 
drawn on these accounts. 


War Costs Britain 49 Million a Day 


The Chancellor of the Exchequer, Sir 
Kingsley Wood, announced in mid-Sep- 
tember that Britain’s war expenditure had 
increased by $2,000,000 a day since June 
and now totals $49,000,000 per day. 

The chancellor said that the govern- 
ment’s expenditure on goods and services 
probably would absorb 54 per cent. of 
Britain’s national resources this year com- 
pared with 44 per cent. in 1940. 

Praising the British for assuming a 
heavy load of taxation, he said the 1942 
taxation probably would take about 40 
per cent. of the national income this year, 
as compared with 33 per cent. in 1940. 


Arms Makers’ Net After Taxes Down 


The corporate earnings reports now be- 
coming publicly available fail to support 
the charge that industry generally is mak- 
ing excessive profits on war orders, says 
the National City Bank of New York in 
its letter of last month. For 125 of the 
largest arms contractors for which net in- 
come and tax figures are available, says 


the bank, the net income after taxes for 
the first half year 1942 was 36 per cent. 
below that of last year. 

The bank publishes the following table 
of earnings for the half year of these 125 
large arms contractors (000 omitted): 








First Half Year 
1941 1942 


Net before taxes $1,320,204 $1,564,223 Plus 18 
Inc. & Exc. prof. 
Tax 691,545 1,160,811 Plus 68 
$ 628,659 $ 403,412 Minus 36 
52 74 


% 
Change 








Net after taxes 
% net in taxes 








Industries represented in this group in- 
clude iron and steel, non-ferrous metals, 
machinery, electrical equipment, automo- 
biles and parts, railway equipment, air- 
craft and engines, shipbuilding, chemicals 
and explosives, petroleum refining, build- 
ing materials, textiles, shoes and rubber 
products. 

“These figures are particularly signifi- 
cant,” the bank says, “because this year 
for the first time earnings reflect to a 
material extent the concentration on war 
production, combined with the steeply 
increased taxes. During this period the 
transition of industry from peacetime to 
wartime production made rapid progress, 
resulting in many lines in the virtual 
elimination of civilian output, heretofore 
a major contributing factor in increased 
earnings. Not only are current earnings 
of this group below 1941, but 22 per cent. 
below even the first half of 1940, before 
the national defense program got under 
way.” 

The annual rate of return on the cap- 
ital and surplus of this group, which had 
been built up from approximately $10,- 
280,000,000 at the beginning of 1941 to 
$10,711,000,000 at the beginning of 1942, 
declined from 12.2 per cent. in the first 
half year 1941 to 7.5 per cent. this year, 
the bank stated. 

Sales figures of 55 of these companies 
increased from $5,053,000,000 in the first 
half of last year to $5,561,000,000 this 
year, or by 10 per cent. Despite this gain 
in volume, however, the margin of net 
profit to sales declined from 7.1 per cent. 
to 3.8 per cent. 

“Much higher rates of earnings before 
taxes,” the bank says, “are sometimes 
cited as proof of excessive profits on war 
contracts, but such comparisons obviously 
are misleading so far as real income is 
concerned, when no allowance is made 
for the fact that taxes absorb 74 per 
cent.” 
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there were two Irishmen—and now 
look at the number of us.” 

We meet here at a season which 
may prove to be the turning point into 
a new epoch, not only in the affairs of 
the United States but of the world. 
We have undergone some costly disap- 
pointments on sea and land in the past 
eleven months while struggling to 
hold our thin lines until we can equip 
an Army and Navy that will eventually 
surpass any military organization ever 
created. It begins to look now as 
though we had come up for the tenth 
round somewhat black around the eyes, 
but in better wind than the enemy for 
the final and deciding stages of the 
battle. To meet the challenge of a 
better-prepared foe, and to keep Eng- 
land, Russia, China, and our other al- 
lies from defeat until we can muster 
our full strength we have first disar- 
ranged and then rearranged our entire 
economic structure within the short pe- 
iod of a few months. 

Production of civilian goods and 
foods, which was America’s claim to 
world supremacy while Germany was 
establishing her claim to military su- 
premacy, has been drastically curtailed. 
Supplies of things which we had in 
superabundance have been rationed 
and, in some instances, are no longer 
even obtainable by civilians. Plants de- 
signed to make motor cars, compacts, 
sewing machines and bathroom fix- 
tures have become arsenals of war. The 
flow of critical materials, labor and 
transportation, yes, even of certain 
staple foods, is now under strict gov- 
ernment control. 

Our personnel problems, which a 
year ago were mainly concerned with 
the selection of the most likely men 
looking for jobs, have been completely 
reversed until we are struggling to 
keep as many men as we can in the 
face of the draft for war. More di- 
rectly affecting us in our profession 
than even these basic changes has been 
the revolution in taxes and wages and 
the orders issued to check profiteering 
and inflation. 
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Must DEvVELop NEw TECHNIQUES 


Controllers must shoulder their share 
of the responsibility for the adjust- 
ments to meet these problems. There 
has been an enormous increase in our 
work and our responsibilities, which is 
just another way of saying that oppor- 
tunities have been opened up to our 
profession undreamed of by the found- 
ers of this Institute. So drastic are the 
changes in our work as to make it nec- 
essary to develop new techniques with- 
out much benefit, in many cases, of 
past experience. Openmindedly and 
constructively, we must survey new 
conditions as they arise; we must pa- 
triotically comply with wartime regu- 
lations, eliminate non-essential proce- 
dures, counsel management in un- 
charted seas and, while doing this, 
carry on a continuous process of re- 
vamping our office staffs to fill the 
gaps left as our trained accountants 
are called into service. 

Since 1930 there has been a change 
in the duties and relative importance 
of the controller comparable to the dif- 
ference between the work of the book- 
keeper in the old-time counting house 
and that of the modern accountant 
equipped with batteries of automatic 
machines. Oftentimes the size of the 
organization largely determines the 
scope of the controller's activities, but 
his real importance in the picture is 
also dependent upon the character of 
the man. It is what he contributes to 
the corporate planning, how he helps 
to solve problems affecting matters out- 
side of his own department, and what 
he knows about the impact of taxes 
upon the business that determine his 
stature, rather than the title the posi- 
tion carries. 


CONTROLLER MUST OPERATE IN 
New FIELD 


Regardless of the personal inclina- 
tions and limitations of a controller, 
he must operate today in a new field 
that is both wider and more difficult 
than formerly. Drastic regulations made 
by the Federal government have had 
a profound effect upon business ad- 
ministration. Facing so many strange 
problems, the directors of a corpora- 
tion must have implicit confidence in 


their controller, and he in turn must 
exercise ceaseless vigilance to justify 
this trust. For be it remembered that 
the directors are constantly being re- 
quired to put their signatures under 
oath to reports going to Washington, 
and that for such statements they ac- 
cept responsibility together with the 
controller who made up the figures. 
No new securities can be issued or 
sold until management has satisfied the 
searching curiosity of the S.E.C. Busi- 
ness is now being required to keep its 
accounts so that it can furnish the 
S.E.C. with comparable reports from 
which anyone can determine the truth 
about a company’s financial condition 
over a period of years. 

The continuance of any business to- 
day is absolutely dependent upon 
proper accounting. Our businesses are 
faced with a multitude of new account- 
ing responsibilities in the form of sep- 
arate reports, reports to tax authorities, 
reports to regulatory commissions, re- 
ports to war bureaus, and reports to 
stock listing controls—to name just a 
few. No matter how onerous we find 
compliance with these demands to be, 
and no matter if we think sometimes 
that many of these calls are for data 
which never will be used, we have no 
choice but to assume that the state- 
ments are important, and perhaps even 
necessary to some phase of the war ef- 
fort. And so regardless of the work 
and cost involved we produce them. 


SHOULD Not ABANDON RIGHT 
To PROTEST 


The controller's discretion as to 
what statistical information he will 
supply is practically non-existent when 
the nation is at war. But while we are 
complying with so many new regula- 
tions, sound and unsound, we should 
constantly bear in mind the fact that 
we do not question these extraordi- 
nary things only because they are meas- 
ures called forth by the emergency. 
We should not become reconciled to 
doubtful practices which we accept 
only because of the crisis and be will- 
ing to countenance them when govern- 
ment is returned to the people. The 
present craze for extending regulations 
may very easily be a political toe, 
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wedged between the door and the 
jamb, by those who hope to perpetu- 
- ate government participation in busi- 
ness as a permanent national policy. 
We may have to reserve our right to 
protest, but we certainly should not 
abandon it. 

Where we are permitted, we can 
meet the government agencies and 
Congressional committees half-way, 
and by cooperating with them can fa- 
cilitate the collection of the kind of 
information which they really need, 
but often do not know how to ask for. 
Our Committee on Cooperation with 
the Treasury Department furnishes an 
excellent example of the kind of prac- 
tical work I have in mind. With pains- 
taking care and technical knowledge, 
this group has analyzed all new Fed- 
eral tax legislation. Its purpose in this 
examination is to warn the Treasury 
Department and Congress of innocent 
words and phrases which might prove 
harmful to the proper conduct of busi- 
ness and the collection of maximum 
taxes from such business. I am happy 
to say that the cooperation our com- 
mittee has extended has always met 
with a favorable reception by the 
Treasury Department, with which I be- 
lieve we have established a feeling of 
mutual trust and confidence. 


CONTROLLERS AVAILABLE FOR 
CONSULTATION 


By being available for consultation 
with government officials we can often 
eliminate the nuisance and time wast- 
ing points of report forms, and at the 
same time suggest changes by which 
their value to the officials can be sub- 
stantially improved. Trends can be in- 
telligently analyzed, the bad can be 
critically disclosed and the good can be 
presented to displace it. Despite im- 
patience with old convention, ortho- 
doxy is still closely related to common 
honesty in matters of accounting, 
financing, taxing, and rate making. 
Our profession will be respected if it 
demands that proper and approved ac- 
counting methods be retained without 
compromise to meet the exigencies of 
the moment. 

We do not expect to be placed on a 
pedestal and honored simply because 
we are controllers. If we are to reach 
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a high place in management’s esteem, 
we must earn that status by the exer- 
cise of enthusiasm, sound judgment 
and reasonable foresight which we 
bring to our work. The normal duties 
of the controller in supervising the re- 
cording of the daily business of a cor- 
poration, and the preparation of state- 
ments of profit and loss, cost and other 
operating data, are merely routine 
functions which any first-class account- 
ant can perform. It is when interpret- 
ing these events in their relation to the 
future course of business that the con- 
troller becomes more than a glorified 
bookkeeper. 

We remember that the position of 
controller in former years was not es- 
sentially different from that of a chief 
accountant. But it is very different to- 
day. At best the chief accountant was 
qualified to meet the requirements im- 
posed upon a business by government 
authorities, banks and creditors. The 
practical accountant thus met all the 
the responsibilities of legal require- 
ments and business custom. The con- 
troller also must have a full mastery 
of the chief accountant’s logics and 
principles. Beyond that, he must be 
equipped not only to meet require- 
ments imposed from the outside, but 
to help the management in formulat- 
ing business policies. 


CONTROLLER SPEAKS AS ADVISOR 


When the controller speaks as the 
chief accountant, he has a right to be 
heard. Aided perhaps, by legal and 
tax counsel, he is in a position and 
under obligation to advise management 
according to his judgment as to the 
effect of any proposed policy upon the 
problems with which he is concerned. 
When he speaks as a controller, he is 
doing so as an advisor on the factors 
which management should take into 
account in reaching its decisions. - In 
other words, he is not expected to tell 
the management what to do, because 
many considerations other than those 
coming within the purview of the con- 
troller must be weighed by the direc- 
tors. The management gives him an 
opportunity to counsel because it has 
learned the importance of judging new 
plans with respect to their financial 
and tax implications. 
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It follows that to gain this oppor- 
tunity to sit in with management the 
controller should make every effort to 
acquire a broad understanding of the 
problems of his business. He must 
familiarize himself with the work of 
other departments and the contribution 
which each makes to the overall cor- 
porate picture. He must take advantage 
of the opportunity which he has to see 
what light accounting records can 
throw on the problems of the business. 
He must be a well-informed investi- 
gator and advisor who is careful not 
to encroach upon someone else’s oper- 
ating responsibility. To be a real con- 
troller, therefore, one must have not 
only a thorough acquaintance with ac- 
counting and taxation, but also a broad 
understanding of operating responsi- 
bilities. 

It is futile to blame controllers or 
boards of directors because this ideal 
relationship between the controller's 
department and the rest of the organi- 
zation is perhaps the exception tather 
than the rule. Some managements have 
failed to appreciate what the control- 
ler might offer if he were given more 
latitude to make suggestions, and per 
contra, some controllers have been so 
engrossed with their accounting work 
that they have not had the time or 
perhaps the energy to offer more im- 
portant services to management. If the 
controller is sometime to grow into the 
position which his acquaintance with 
the figures from all of the business, 
and his independence from operating 
responsibilities justify, it must be by a 
gradual process in which the candidate 
trains himself for added responsibility 
while the management is being edu- 
cated to the opportunities which invite 
more dependence upon the controller's 
department. 


COMMON LANGUAGE NEEDED 


A controller has two important edu- 
cational functions. It is his duty to in- 
struct management in the phraseology 
and understanding of accounting terms, 
Before we can work with others we 
have to find a common language, and 
I have found that many of the diffi- 
culties which have existed between 
management and its accountants could 
be overcome if the officials learned the 
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meaning of expressions commonly em- 
ployed by the controller's department. 
A second function is that of educating 
public officials in tempering their reg- 
ulations so that they do not upset too 
much the normal conduct of the busi- 
ness. 

All of us are cognizant of the great 
change which has come about in the 
type of men attracted to accounting 
work. The controllers are now, and 
have been for some time, getting be- 
ginners with much better general edu- 
cation than formerly, and oftentimes 
with some specialized college instruc- 
tion which prepares them for work in 
our particular field. Furthermore, most 
of these young men continue their 
studies when they enter business. They 
find they cannot depend on their text- 
book knowledge, nor on their oppor- 
tunity for learning new things in the 
course of their daily work. If they hope 
to move up into more responsible posi- 
tions, they must carry on outside studies 
withthe theory of financial management. 


LONG RANGE PROGRAM 


The Institute has its well defined, 
long-range plans for the improvement 
of controllership as an honored call- 
ing. Of necessity, some of these activ- 
ities will have to take a secondary posi- 
tion in our program until the end of 
the war, but our educational plans are 
not to be abandoned. 

Until now, The Institute has been 
able to keep its program of activities 
within well defined areas. In the past 
year new demands for a much wider 
service arising out of the war effort, 
demands that cannot be denied, have 
compelled us to widen our sphere of 
activities. Soon our staff and likely our 
rented space must be increased, and 
the resulting addition to operating 
costs will have to be met by increased 
revenues. We are, of course, in an 
excellent financial position, looking 
backward, but not too well bulwarked 
by a surplus if we look ahead to the 
proper handling of our tasks. I am 
sure you will hear shortly from the 
Budget Committee and your officers 
on this subject more in detail, but I 
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believe you should be giving the mat- 
ter thought in the meantime. 


CONTROLLER'S PRopuCT “UNSEEN 
INTANGIBLE” 


A large number of manufacturing 
companies represented in this organ- 
ization have been publicly commended 
by the government in the past year 
for high achievement in supplying 
materials of war. The Army and 
Navy awards such companies an ‘‘E” 
for excellence of performance. The 
Controllers Institute does not qualify 
as a potential candidate for this 
cherished award. Our product is one 
of the unseen intangibles that go into 
the war effort—what one manufac- 
turer has made famous as ‘‘the price- 
less ingredient’ entering his output. 

We do not ask for an Army-Navy 
“E.”” We do not need to fly a pen- 
nant nor wear a lapel button to re- 
mind us of our debt to the nation, 
and our good fortune in being in a 
position to pay something now on 
account. We do not even have to 
make a formal pledge of our loyal 
support to our Commander-in-Chief, 
because he has had it right along, and 
will continue to have it, come good 
news or disaster. 

We will all be in there doing the 
best we can in the most effective way. 
There can be no sufficient justification 
for the time we expect to devote to 
The Institute’s affairs in the turbulent 
months ahead other than our belief 
that, in this manner, our group will 
be making a very real contribution to 
the victory which must be won. 

I thank you for this opportunity of 
speaking to you. 





PROCEEDINGS 


HE complete proceedings of the 
Eleventh Annual Meeting will 
be issued promptly in printed form. 
Several of the papers and addresses 
are published in this issue of “The | 
Controller.” They will be included 
in the printed Proceedings. 
Controllers who wish copies of the 
Proceedings are asked to communi- 
cate promptly with The Institute, 
One East Forty-second Street, New 
York City. | 
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President 
T. C. McCoss 
Standard Oil Company (New Jer- 
sey) New York City 
| Vice-Presidents 
Epwin W. BURBOTT 
A. B. Dick Company, Chicago 
| GeorcE R. DryspaLe, Phelps Dodge 
| Corporation, New York City 
| C. C. GiBson 
| The Paraffine Companies, Inc., San 
Francisco 
Lioyp D. McDONALD 
The Warner & Swasey Company, 
Cleveland 
JOHN C. NAYLOR 
Pet Milk Company, St. Louis 
Treasurer 
| O. W. BREWER 
| American Gas Association, New York 
City 
Assistant Treasurer 
L. W. JAEGER 
| Colonial Optical Company, Inc., New 
| York City 
|  Secretary-Controller and Managing 
Director 
| ARTHUR R. TUCKER 








THE NEW PRESIDENT 

When Mr. T. C. McCobb was 
elected, in June, 1935, to the Board 
of Directors of Standard Oil Company 
(New Jersey), much was published 
about him in the news and trade pa- 
pers. One item described him as ‘“‘soft 
spoken, with keen eyes that suggest 
both friendliness and ability.’ To his 
many friends and associates among the 
members of The Controllers Institute 
of America, that description of the 
new President of The Institute seems 
apt and comprehensive. 

Mr. McCobb has been an active fac- 
tor in the oil business since 1902. 

His first oil company connection was 
with the Atlantic Refining Company 
at Franklin, Pennsylvania. He joined 
the Standard Oil Co. (New Jersey) in 
1913, and two years later went to 
the International Petroleum Company, 
Ltd., Toronto, Canada. 

From 1917 to 1928 Mr. McCobb 
was connected with Imperial Oil, Ltd. 
at Sarnia, Ontario. He was secretary- 
treasurer when he relinquished his po- 
sition in 1928 to go to New York as 
assistant comptroller of the Standard 
Oil Company (N. J.). He was made 
comptroller in June, 1933. 
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Do Companies Benefit by Requiring 
Vendor To Use Special Invoice Form? 








By The Committee on Technical Information and Research, R. S. HOLDEN, Chairman 








Your letter addressed to Mr. Ar- 
thur R. Tucker, Managing Director 
of The Controllers Institute of 
America, was forwarded by him to 
the Committee on Technical Infor- 
mation and Research. You stated 
your problem as follows: 


“The difficulty in maintaining compe- 
tent personnel to meet present day account- 
ing requirements prompted me to review 
carefully each operation of our accounting 
department in an attempt to avoid any work 
which was not absolutely necessary. In 
making this review I found a situation 
which is causing us an appreciable amount 
of extra work, and, because I believe the 
same situation must exist in many other in- 
dustrial concerns, I think perhaps it might 
be taken up as a topic of discussion by The 
Controllers Institute of America. The sit- 
uation is this: 

“Many industries furnish their suppliers 
with special invoice forms and require these 
to be used in invoicing deliveries made on 
all contracts and purchase orders. Inasmuch 
as most of us have planned our invoicing 
or billing operations through the use of 
manifold or continuous forms, the prepara- 
tion of our customer’s form is almost en- 
tirely an additional operation. It would 
seem that there is some little doubt as to 
whether the over-all benefit to the pur- 
chaser justifies the special effort and action 
necessary on the part of his supplier to 
comply with this special requirement. Be- 
lieving that most companies endeavor to 
develop their clerical procedures not only 
for their own immediate advantage but also 
with due consideration to their suppliers 
and customers, it is my opinion that this 
question might properly be open for dis- 
cussion through some association such as 
the Controllers Institute of America. 

“It occurs to me that the following list of 
our customers requiring billing to be pre- 
pared on their own special forms may be of 
interest in connection with the above sug- 
gestion, particularly in relation to the fact 
that normally we would deal with more 
than 35,000 customers per year. 


Transits & Bus Lines Cement 
Shipbuilding Oil 
Munitions Coal & Iron 
Paints, Rayons, Tools 

Chemicals Industrialists 
Construction Engi- Steel Mills 

neering Gas, Light, & Water 
Locomotives Miscellaneous” 
Railroads 


You will recall that we agreed to 
confine the Committee’s work on this 
problem to corporations, although it 
was recognized at the present time, 
as has been pointed out in many of 
the replies from Committee mem- 
bers, that the problem in its relation 
to federal, state, county, and city 
agencies, including schools and hos- 
pitals, is the more acute. It is be- 
lieved that as long as there are cor- 
porations which for their own pur- 
poses require the use of their own 
invoice forms and demand other spe- 
cial or unusual service in connection 
with their invoices, it will be diffi- 
cult for any business organization 
such as The Controllers Institute of 
America to sponsor any movement 
to simplify the billing requirements 
of governmental agencies. 

As a result of the constructive infor- 
mation furnished by the members of 
the Committee on Technical Informa- 
tion and Research and: other members 
of The Institute, a substantial step to- 
ward the solution of the present prob- 
lem of special invoice forms may be 
taken if the Controllers Institute of 
America is willing to sponsor and pro- 
mote the necessary procedure. As to 
this assertion later reference is made 
and further explanation is given. 


The total number of Institute mem- 
bers to whom a letter was sent regard- 
ing this matter was fifty. The number 
replying was twenty-six. 

Among this total number of fifty 
Institute members were seven whose 
companies were known to require or 
request billing on their own invoice 
forms. Five of the seven replied. It is 
assumed that the two members who 
did not reply are not unalterably com- 
mitted to the use of their own invoice 
forms and will be willing to co-oper- 
ate with other controllers in working 
out some plan under which the reason- 
able requirements of everybody con- 
cerned will be satisfied. 

Among the five Institute members 
who favored us with replies and whose 
companies request the use of their own 
invoice forms are two members who 
are positive that they wish such use to 
be continued. Their comments follow: 


Net SAVING TO ALL INDUSTRIES 


While in the following comments a 
strong case is presented for the use of 
the purchaser’s invoice form, helpful 
information for use in solving the 
problem is given: 


“This company does request suppliers to 
make billing of goods sold to us on our 





and purchasers everywhere. 





DO SPECIAL INVOICE FORMS ACTUALLY REDUCE 
MISTAKES, LOWER EXPENSES, OR SAVE TIME? 


The experience of many controllers, as reflected in this article 
by The Committee on Technical Information and Research, would 
seem to indicate that the use of the purchaser’s invoice form 
sometimes results in added expense, more mistakes, and wasted 
time for the purchaser as well as the vendor. 

Both phases of the question are presented here, however, by 
twenty-six members of The Institute’s Committee, in the form of 
a letter toa member of The Controllers Institute of America. The 
proposed solution is not new, but its limited adoption in the past 
would indicate that a broader participaton in the standardization 
of invoice forms might bring highly satisfactory results to vendors 


—THE EDITOR 
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You can rent Comptometer equipment! 





You needn’t hire wizards, or hunt up that abacus 
your missionary aunt brought back from China, 
in order to cope with increased figure work. 


Even though you find it difficult or impossible 
to purchase new Comptometer adding-calculating 
machines, you may arrange to rent some Compt- 
ometer equipment from your local Comptometer 
Co. for short periods of time. 


See your local Comptometer Co. representative 
— ask him to explain this important service. Or, 
if you prefer, write direct to Felt & Tarrant Mfg. 
Co., 1734 N. Paulina St., Chicago, Ill. 


COMPTOMETER 


REG. U. S. PAT. OFF. 


ADDING-CALCULATING MACHINES AND METHODS 
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own forms which we furnish for the pur- 
pose. This is a procedure of long standing. 
Admittedly this requirement imposes upon 
the vendor some inconvenience and _ per- 
haps some small increase in administrative 
work related to the billing effort. This 
conclusion can be drawn from the fact that 
we experience some added inconvenience in 
billing our customers on their forms rather 
than on our own. On the other hand, we 
believe that the inconvenience and added 
cost of billing is oftentimes exaggerated. 
Experience tells us that the use of customer 
forms has advantages which, if they could 
be evaluated, might well counterbalance the 
inconveniences. The advantages are: 


1. The required number of copies of in- 
voice are received. 

2. All necessary information is more likely 
to be furnished such as order number, 
requisition number, terms, quantities, 
weights, route, car numbers. 

3. Sufficient space is provided to make no- 
tations relative to approval, verification, 
and distribution of charges. 

“It does not require much correspond- 
ence to develop the information stated un- 
der (1) and (2) to completely offset the 
added inconvenience from using a form 
furnished by the customer. Correspondence 
is not only costly but to be obliged to carry 
on correspondence to obtain information 
that ought to be furnished in the first in- 
stance holds up administrative work all 
along the line. 

“In theory, the solution to this problem 
(if there is one) would be the development 
of a standard form acceptable to all com- 
panies and used by them. This subject has 
been treated many times in the past and 
for a variety of reasons the universal ac- 
ceptance of a standard form would appear 
to be out of the question.” 


LOCAL PURCHASES 


If there were no way in which to 
persuade one’s vendors to furnish in- 
voices in a business-like manner, the 
argument which follows for the use of 
the special invoice form is logical. 


“Due to the the nature of our business, 
and the many sites at which business is car- 
ried on, we are obliged to purchase many 
items locally and from suppliers who are 
not over systematized in their methods of 
furnishing invoices. Neither do they use a 
standard size invoice nor employ a system 
which automatically furnishes an invoice 
promptly upon the date of shipment. 

“For these two reasons this company has 
been insisting upon suppliers billing on our 
own invoice forms with the result that the 
handling of our accounts payable vouchers 
can be done more efficiently in our own 
office and we secure invoices much more 
promptly from such suppliers than would 
be the case if we permitted suppliers to bill 


The Controller, October, 1942 


on their own forms and when it suited 
their convenience.” 
* # # 


The following comments made by 
Institute members whose companies 
request the use of their own invoice 
forms relate to both sides of the ques- 
tion and point to certain considerations 
that might be developed in the com- 
mon. interest. 


THE IMPORTANCE OF THE QUALITY 
OF PAPER 


Not many public utility companies 
require vendors to use a special invoice 
form but the following information is 
not only constructive but well worth 
the time of anybody who is interested 
in seeing a workable agreement reached 
on the subject. 


“This subject has been a controversial 
one probably from the first day it was 
started and no doubt the views held by Mr. 
Covert are held by many other industrial 
concerns; however, there seem to be cer- 
tain important points that they overlook, 
such as the quality of paper and the size 
of form, let alone the difference in set up 
for showing pertinent information thereon. 
They fail to realize that a public utility is 
required by law to maintain permanently 
all invoices relative to fixed capital expendi- 
tures and it has only been as recent as the 
latter part of 1940 that bills for operating 
expenses were permitted to be destroyed 
after a period of ten years. Invoices, par- 
ticularly those affecting fixed capital, are 
handled many times as part of regular com- 
pany routine as well as being subject to 
review by examiners for regulatory agencies 
regardless as to the year in which the ac- 
counts payable transaction is consummated. 
It is common practice for utility companies 
to extract from their files for review by reg- 
ulatory authorities invoices recorded in the 
accounts of the company fifteen to twenty- 
five years ago. 

“We have used a special form of invoice 
for many years. Our company, in dealing 
with vendors, expresses a desire to have 
bills rendered on our form; however, we 
have never insisted that it be done where it 
causes too much inconvenience to a com- 
pany’s standard billing procedure. 

“The solution probably lies in the adop- 
tion of a standard form of invoice that 
would give more consideration to the use 
to which the bill is put, especially in the 
case of the utility company. Some years ago 
the National Association of Purchasing 
Agents considered this subject, and al- 
though no standard form of invoice, as to 
content, was adopted by the major indus- 
tries, general agreement was reached that 
the size of the invoice form should be 814” 
by 7”. From our observations many com- 


panies are using an invoice form approxi- 
mating this size. If we can build upon this 
81,” by 7” size form as to quality of paper 
and type of information generally required 
for billing purposes, a major contribution 
would accrue to the benefit of both debtor 
and creditor companies.” 


Not Mucu DIFFERENCE EITHER 
Way 


A very frank discussion by the con- 
troller of a large company which has 
provided its own invoice forms for 
many years does not “believe that it 
makes much difference overall whether 
invoices are rendered on the custom- 
er’s form or on the vendor’s form.” 


“We are a company that for many years 
has insisted, wherever practicable, on hav- 
ing our vendors use our invoice forms. 
Probably something more than 75 per cent. 
in number of our purchase invoices come 
to us on our own invoice forms. 

“It is claimed that this procedure greatly 
facilitates the handling of invoices for 
numerous reasons, including the fact that 
the form provides spaces and captions for 
uniform presentation of information re- 
quired for our internal use; it permits of 
handling invoices more quickly and ac- 
curately than would be the case if a variety 
of forms had to be handled on which re- 
quired information was scattered around in 
various places and sometimes some of it 
left out; and it facilitates filing and subse- 
quent reference. 

“It is also argued that the procedure has 
an advantage to the vendor in that it in- 
sures his placing on the invoice all the in- 
formation which we require, some of which 
he might not otherwise furnish in the first 
instance, thereby avoiding further corre- 
spondence to procure the missing informa- 
tion. 

“We issue many of our sales invoices on 
customers’ forms, -but a rather small per- 
centage of the total. Obviously this causes 
some interference with regular procedure. 
However, it has not caused enough trouble 
to give us any real cause for complaint. 

“Approaching the question as a general 
one, I do not believe it makes much differ- 
ence overall whether invoices are rendered 
on the customer’s form or on the vendor's 
form. Undoubtedly a vast majority of in- 
voices are issued on vendors’ forms and I 
presume we are inclined to over-rate the 
advantage of receiving such a large propor- 
tion of our purchase invoices on our own 
form. I think it is largely a matter of cus- 
tomer relations and probably a majority of 
vendors prefer to humor the milder forms 
of customer idiosyncrasy. On the other 
hand, I do not believe any company experi- 
encing real difficulty in invoicing on cus- 
tomer forms would have much trouble ex- 
plaining the situation to the customers 
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concerned and arranging with them to use 
its own form. For example, certain vendors 
from whom we-purchase important mate- 
rials frequently and in goodly quantity, 
have taken the position with us that they 
cannot use our invoice forms and we have 
not stopped buying from them nor have we 
any hard feelings about the matter.” 


SPECIAL INVOICE ForM Not So 
VALUABLE 


The Committee is fortunate in ob- 
taining this reply from the well-known 
controller of a large company at a time 
when his study of the question has al- 
most reached its final stage. 


“Our uniform invoice form was installed 
for the purpose of saving considerable time 
and, theoretically, it should. However, about 
40 per cent. of the invoices we are receiv- 
ing at the present time are coming in on 
other than our own invoice forms. I be- 
lieve that, outside of the objection to hav- 
ing a variety of sizes, the necessity of plac- 
ing an approval and coding stamp on the 
form, (these two items delaying the han- 
dling of the form) the other information 
can be checked almost as fast from the 
vendor’s own form as from our uniform 
form. This, I believe, is due to the en- 
deavor of the majority of the larger organ- 
izations to get as near as possible to uni- 
form invoices. 

“We adopted a policy sometime ago to 
accept vendors’ invoices if they wished to 
send them in on their own invoices, just as 
long as they sent us three copies to take 
care of our accounting system, and I know 
from the work we recently have taken over 
from the sales department that the billing 
on customers’ special forms handicaps the 
efficient handling of our billing. 

“As far as the accounts payable section is 
concerned, I am confident that the differ- 
ence in time in handling the uniform in- 
voice after it is received in this office as 
compared with handling the regular ven- 
dor’s invoices is not compensated for by 
the time lost by the vendor in billing us, 
and it would be to our advantage to get our 
bills more promptly. 

“We are now giving this question further 
study, and I would not be surprised if we 
discontinued the practice.” 


* %* * 


By far the greater number of replies 
comes from members whose companies 
do not provide their own invoice 
forms, who do not think that they have 
much to gain through requiring the 
use of such forms, and who believe 
that the practice is wasteful, extrava- 
gant, and unnecessary. 


The Controller, October, 1942 


Most ECONOMICAL METHOD 
OF BILLING 


After applying the principle of the 
“Golden Rule” to the question, the 
controller of this company says that he 
is firmly convinced as to the most eco- 
nomical method of billing. 


“My opinion is that no concern should 
request a seller to render billing on its own 
invoice forms unless it is prepared to render 
the same type of service to all of its cus- 
tomers. 

“It also seems to me that any concern 
who decides that its methods require this 
type of service from a supplier should very 
definitely review its methods with the idea 
that perhaps they are based on entirely un- 
sound principles. 

“I have just one other thought on this 
subject and that is that the purposes of any 
such concern would seem to be served if 
they would match the suppliers invoices 
with their own order form and thus have 
their cost data available in the desired form. 
Assume that ‘A’ is a purchaser and ‘B’ is a 
seller. Then if we assume that ‘A’ knows 
what he is buying and the price he is go- 
ing to pay for it when he writes up his 
purchase order we can say that ‘A’ should 
arrange the data on the order to fit into his 
disbursements and accounting routines. 
There would then be no necessity for ‘A’ 
to request ‘B’ to bill on ‘A’s’ invoice form 
because ‘A’ could match ‘B’s’ invoice form 
with his own order form and after making 
the necessary checks could use his order 
form for all internal purposes. In practice 
I suppose that a system of this kind would 
not work because there would be too many 
differences between the original details on 
‘A’s’ order and the materials or services ac- 
tually rendered thereunder. 

“I am firmly convinced that the most eco- 
nomical method of billing is the one under 
which a master copy of the invoice is pre- 
pared and copies as desired are obtained 
through the use of a duplicating machine. 
When such a system is used there is no 
serious problem presented by customers’ re- 
quests for different numbers of copies of 
invoices. Although we are not using a 
punched card sales record, we attach cus- 
tomer’s card to shipping papers before they 
go to the billing machines. This card in- 
dicates the number of copies of the in- 
voice required by the customer and it is a 
simple matter to transmit these instructions 
to the duplicating machine operator so that 
the necessary extra copies are made.” 


ExTRA EFFORT IN HANDLING 
VENDOR’s OWN INVOICE NOMINAL 


No complaint as to the form of in- 
voice which a vendor uses is made in 
the following comments, but the con- 


troller who wrote them is “more than 
willing to co-operate with any program 
that can be initiated to bring about a 
general simplification.” 


“I am very much interested in the sub- 
ject and will look forward with a great deal 
of interest to the opportunity of reading the 
final result of the survey as our problem is 
to some degree parallel to that of the in- 
quirer’s. 

“A portion of our problem, however, is 
due to export business about which very 
little can be done. 

“We receive invoices from a very large 
number of concerns in different fields of in- 
terest and do not require any billing on our 
forms, and do not find that there is any 
material extra effort on the part of our 
clerks in handling a multitude of invoices 
which we receive. 

“I am in hearty agreement and more than 
willing to co-operate with any program that 
can be initiated to bring about a general 
simplification and standardization of cor- 
poration practices as far as billing is con- 
cerned. This standardization could well be 
extended to other related aspects of the 
problem. I have in mind standardization of 
size and methods in showing discounts, 
price and terms on invoices.” 


VARIETY OF INVOICE FoRMsS 
Causes No ExtTrA WorK 


The treasurer of a company, the 
business of which is very extensive, 
has no objections to the vendor's use 
of his own invoice form. 

“We are not one of those concerns that 
require vendors to use our own special in- 
voice forms. 

“We operate throughout the United 
States, and being fully integrated we re- 
ceive many thousands of varied types of 
invoice forms and readily agree that it has 
not been found to be true that a variety of 
forms results in any confusion and extra 
works.” 


PROBLEM SHOULD Not BE 
INSURMOUNTABLE 


The secretary and treasurer of this 
company points to the progress made 
by the railroad companies and ‘ex- 
presses his belief that controllers ulti- 
mately should be able to get together 
and solve the problem. 


“The problem is, of course, a very old 
one and one that it was attempted to solve 
in the middle 20’s by sponsoring the adop- 
tion of what was then known as, and still 
is for that matter, the ‘Standard Invoice 
Form.’ 
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“As a matter of fact, this company 
adopted the ‘Standard Invoice Form’ in 
question and is still using it, and its experi- 
ence has been that a goodly number of rail- 
road companies, which were usually the 
worst offenders in the matter of insisting 
upon the use of their own invoice form by 
vendors, finally succumbed and adopted the 
‘Standard Invoice Form’ and are still today 
using it. 

“Under normal business conditions, ad- 
vocates of a plan to solve the problem pre- 
sented always will be met with the request 
that they must not do anything that will 
disturb customer relations, and, of course, 
anyone with any business sense at all will 
never knowingly do so. However, when it 
is considered that the difficulties in ques- 
tion are largely centered in and experienced 
by departments of a business under the su- 
pervision of the comptroller, and that all 
comptrollers are fully aware, as a result of 
actual experience, of the chaotic conditions 
set forth here, it would seem as though the 
problem is already pretty well localized 
and, therefore, a plan to solve it should not 
meet insurmountable obstacles because in 
the end all it means is that one comptroller 
must convince another comptroller of the 
logic, feasibility, and desirability of the 
plan and if comptrollers should disagree 
then the problem will never be solved. 

“A plan necessary to the solution of the 
problem can be very simple. However, be- 
cause of the number of businesses involved, 
it will be a gigantic task to get it approved 
and adopted to the extent required to make 
it function satisfactorily and successfully. 
Because of the size of the task, it would 
seem that the first thing to be done would 
be to form a strong, aggressive committee 
to draw up a plan and develop ways and 
means of campaigning for it, for to succeed 
a campaign will most certainly have to be 
carried on. 

“Basically, the plan would have to be de- 
veloped on one or the other of the follow- 
ing premises: 


(a) Obtain the consent of all business 
organizations to permit all vendors 
to use their own invoice forms; 

or 

(b) Adopt an approved ‘Standard Form 

of Invoice.’ ’ 


Poor INTERNAL CONTROL 


In the comments which follow, the 
controller brings up a point which is 
well worth considering. 


“I think there is one argument, which, to 
my mind, should halt this practice in any 
company which prides itself on having a 
progressive accounting system. That argu- 
ment is simply that from an internal check 
standpoint the use of your own forms by 
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others when invoicing you is bad practice. 
I can see no reason for the practice at all, 
and I also smile just a little when I see 
forms coming in from some company ask- 
ing us to do that.” 


SPECIAL Form Has No APPEAL 


Although only one customer asks 
this company to use his own invoice 
form, the reaction to extensive billing 
on such forms is that it would not be 
desirable. 


“All I can offer is my opinion, as, for- 
tunately, a search of the records of this 
company discloses only one customer who 
insists on our using their special invoice 
forms. When it is realized that our own 
forms are prepared on a Hectowriter and 
then run through a liquid process dupli- 
cator, it is apparent that any deviation from 
the regular procedure requires the special 
forms to be typed as a special job. We do 
not require our vendors to use any special 
forms and I do not believe any advantage 
would be gained thereby. 

“Just to read the letter you submitted 
conjures up a picture of increased clerical 
work, complicated practice, a breaking of 
routine, and a loss of time.” 


INSTITUTE SHOULD ENCOURAGE USE 
OF STANDARD INVOICES 


The treasurer of this company bills 
customers on a standard invoice form 
of his own design, but he does not re- 
quire the company’s vendors to use a 
special form. 


“The matter of special invoice forms has 
not been a problem with this company be- 
cause we use a standard invoice form for all 
of our customers. However, we have in the 
past made certain changes in our forms to 
comply with certain customers’ require- 
ments, and this was accomplished mostly 
by conforming with what is generally recog- 
nized as the standard form. 

“In my opinion, all of this problem could 
be solved if The Institute as such would pro- 
mote and encourage the use of standard in- 
voices; if the use of the standard invoices 
could be adopted by Institute members, we 
would have no problem with at least the 
largest companies in the country, as they 
are represented in The Institute. I am sure 
that if The Controllers Institute would take 
the lead, most companies would follow. 

“Our company does not require special 
invoices from its vendors because we be- 
lieve it unfair to ask any supplier for such 
service when we in turn are not prepared 
to furnish it.” 


SUGGESTS RUBBER STAMP 


In dealing with this company cus- 
tomers do not require the use of their 
own invoice forms and the controller 
thinks he would not comply with re- 
quests, if they were made, for such 
use. 


“We had very little to do with this sort 
of procedure, but can readily see that such 
a procedure would cause considerable dupli- 
cation in work and upsetting of office rou- 
tine, and, to be perfectly frank, I do not 
believe we would venture to fill out the 
forms unless our customer was very insist- 
ent and his business meant a lot to us. 

“It would seem that a rubber stamp with 
the required information on it put on by 
the accounting department would tend to 
segregate the essential information and ac- 
complish the same purpose of getting the 
required items in a central location on the 
form, thereby accomplishing the same thing 
that they are seeking in the uniform in- 
voice.” 


No ECONOMY TO BUYER 


The vice president of a company in 
which the special invoice form has 
been studied at various times has con- 
cluded that it affords advantage neither 
to the purchaser nor the vendor. 


“During, I believe, the last ten years 
there seems to be an increase in the number 
of companies who require invoices rendered 
them on their own forms. 

“At various times we have studied this 
with the idea of determining what assist- 
ance it would be to us if we adopted the 
same plan. In every instance we have come 
to the conclusion that there was definitely 
no advantage to us in insisting upon our 
own forms being used. I heartily agree that 
the whole theory is incorrect and has doubt- 
less come into being because of the ‘Buyers’ 
Market’ existing since the depression. 

“The policy of having the supplier use 
the buyer’s invoice form undoubtedly is ex- 
pensive to the seller and I have been thor- 
oughly convinced that there is no economy 
to the buyer. Not only does the use of the 
buyer's form upset you on routine but we 
have found in given cases actually is the 
cause of increased errors, correspondence 
back and forth between the buyer and sel- 
ler, and is not only expensive but carries a 
high nuisance cost.” 


A NUISANCE 


Help on this question would be ac- 
ceptable to the treasurer of this com- 


pany. 
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“Most of the companies covered in the 
inquiry relate to industrial organizations of 
some kind or other. The practice of re- 
quiring special forms is nuisance number 
one, in dealing with chain stores. This re- 
lationship in the case of a company dis- 
tributing consumer products on a cash basis 
is particularly disturbing. In spite of the 
fact that most beverages are sold for cash 
to the store, chain stores require elaborate 
billing on their own forms.” 


No TIME SAVED 


In this company there is no doubt 
that the special invoice form should 
not be used. 


“It is true that where a special invoice is 
required it causes the vendor to double the 
billing work. It is also true that where a 
multiplicity of copies is required, even 
though on the vendor’s own form, it some- 
times produces a similar result. There is 
another point in connection with this which 
is not touched upon, and that is that more 
time is consumed in typing information on 
customers’ billing forms due to unfamiliar- 
ity with them on the part of the typist, 
necessitating searching around for the in- 
formation to be placed in each block or 
part of same. 

“I have not found in my experience that 
any time is saved through the purchasers 
providing special forms; in fact, on the 
other hand there is a double expense in- 
volved as both the vendor and the customer 
are purchasing stationery, which, although 
unlike in form, is similar in purpose. 

“The matter of special invoice forms has 
been discussed many times during my ex- 
perience, and after going thoroughly into 
the matter it has been rejected. Here, how- 
ever, may I say, that under normal circum- 
stances the vendor is at most times at the 
mercy of the customer and must comply 
with his request, or else he may not re- 
ceive the business; also, if the customer’s 
request is not complied with due to an 
oversight or ‘otherwise, payment is delayed 
and discounts taken beyond the due date, 
the excuse being that billing was not ren- 
dered in accordance with the customer’s re- 
quirements.” 


WouLp Not GAIN ANYTHING 
By HAVING OWN FoRM 


In this company the time lost has 
been measured. 


“It takes about one and a half hours per 
day, on the average, or one biller to make 
up the special invoices on our customers’ 
own forms, which is entirely lost time inso- 
far as our company is concerned as we must 
first make up the billing on our regular 
form for our own record. 
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“We also find some customers that use 
this practice in this way: They will allow 
our regular billing to come through to 
them, and sometimes as late as thirty days 
after date of our billing will return a set 
of their own forms to be filled out, extend- 
ing the date of discount in this manner. 

“It is our opinion that we would not 
gain anything by having our own standard 
form for all vendors to bill on, as vendors’ 
forms in such variety as they are received 
can be handled as efficiently as if they were 
all on our own standard form. It is our 
opinion that some saving could be made by 
standardization of invoice forms both in the 
vouchering and in filing, as we now re- 
ceive everything from too small to handle 
to too large to handle efficiently. 

“The standard sizes recommended are 
84” x 11”, with a second sheet for long 
bills and a half size, 814” by 514”, for in- 
voices of one, two, or three items. 

“The elimination of the practice of re- 
quirement of special invoice forms would 
save considerable paper as well as labor.” 


STANDS PAT 


In this company the controller has 
not permitted the problem to occur. 


“We have had this problem to face a 
number of times, and have always taken 
the position that we could not furnish such 
extra service. With the volume of business 
that is flowing through our plants, devia- 
tion from recognized practice is costly and 
brings about delays which should be 
avoided. This is particularly true under 
present conditions, and we believe all ef- 
forts to extend that practice should be re- 
sisted. As a matter of fact, in some cases 
the rendering of such additional service 
could be construed as a violation of the 
Robinson-Patman Act, since it is obviously 
intended to bring about some economy or 
benefits to the recipient.” 


SHOULD CuRE THEIR OWN 
TROUBLES 


This controller who says that he 
“was one of these offenders” comments 
plainly on the special invoice form. 
Naturally we all are interested in plain 
facts based on mature experience. 


“Some years ago I was also one of these 
offenders for a period from 1918 to about 
1925 during which time the purchasing de- 
partment sent out copies of our own par- 
ticular form of invoices with every order 
placed with a vendor with specific instruc- 
tions that if they wanted any money for the 
order they must be on our forms. This was 
on the mistaken idea that it would save 
the company time in handling invoices, fil- 
ing, and securing approval, and so on, be- 
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cause of a large volume of vendors’ in- 
voices. 

“After this had gone on for about seven 
years we woke up to the fact that nothing 
was gained either in time of handling, se- 
curing approvals, reporting merchandise re- 
ceipts, or in filing; the cure being more 
particularly in standardized methods of han- 
dling and securing approvals which could 
be taken care of by a rubber stamp on all 
invoices at the time that all invoices were 
checked for prices, extensions, and addi- 
tions. 

“It has been my experience that most 
customers require invoices in duplicate 
which can be provided without a great deal 
of effort particularly with the use of con- 
tinuous forms in manifold. 

“Practically all of the requirements for 


‘more than duplicate invoices are unneces- 


sary and could be solved by the company or 
the industry with the application of a little 
reasoning and analysis of paper handling. 
The duplicate invoice could be attached by 
the customer after he received it to a small 
route sheet which could provide dozens of 
movements, dates, routings, and approvals. 
If a customer is set up with an extensive 
method of handling, he should correct this 
method instead of imposing on industry. 
Generally, the additional expense to meet 
unusual requirements by recopying invoices 
to supply many unnecessary extra copies or 
to supply many special forms is unwar- 
ranted. 

“I am thoroughly in accord with the sug- 
gestion that these companies who think 
they have such special problems should 
cure their own troubles instead of practic- 
ing the old army game of ‘pass the buck.’ 
Unquestionably, they would be much sur- 
prised to discover that other benefits would 
be discovered in the simplification of their 
own paper work.” 


INCREASES ERRORS 


To anybody who feels that the use 
of the special invoice form reduces er- 
rors, the following comments by a 
controller will be interesting: 


“I have never personally considered this 
method as having any particular merit for 
the purchaser, and it certainly has no ad- 
vantage, and many disadvantages, insofar as 
the vendor is concerned. In the first place, 
business concerns usually design their in- 
voices to show or reflect the various tech- 
nical aspects attendant to the merchandise 
sold, and oftentimes this is not practical on 
a set form submitted by the purchaser for 
that purpose. Therefore, the invoice re- 
ceived by the purchaser on his form would 
necessarily not carry information on many 
items which would be helpful in identify- 
ing the material, both in the accounting de- 
partment records and in the shop and stores 
records, as well as in the receiving. 


“The disadvantages to the vendor are 
many, inasmuch as in many cases duplicate 
billing has to be made, in other words—the 
material has to be billed on their regular 
form in order to carry through the sequence 
of operations in their own records, and 
then again the item has to be transcribed 
onto the purchaser’s invoicing form, which 
makes additional burden. In doing this, it 
has been my experience that frequently 
relevant and technical information is 
omitted because after all the invoice is pre- 
pared by somé clerk who does not under- 
stand all of the operations of the business.” 


UNABLE To INSTALL MODERN 
INVOICING SYSTEM 


In the following comments are 
given impressive examples of the ex- 
tent to which a company may be put 
to expense and trouble. 


“This problem has been given consider- 
able thought and investigation by our com- 
pany over the past few months. The sub- 
ject has been one of increasing importance 
because of changing personnel resulting 
from employes entering the armed services 
and because of the varying accounting re- 
quirements of the production required for 
the war effort. 

“This company has not been able to in- 
stall a fan-fold system of invoicing because 
of the number of customers that we have 
that require billing on their own forms and 
because of a large variance in number of 
copies of invoices required. Because of the 
nature of our product and the number of 
customers that we have on our accounts re- 
ceivable ledgers, the average sales per year 
per customer amount to approximately $50,- 
000. Our problem is invoicing, therefore, 
is not as great as those companies having a 
much smaller average net sales per year per 
customer. 

“A special requirement of a number of 
our customers relative to number of copies 
of invoices prevents planning billing opera- 
tions and procedures much more so than 
the customer requiring invoices on their 
own forms. We are listing below an ap- 
proximate distribution of our customers and 
the number of copies that they require. 


15 per cent. of customers, 2 copies. 

30 per cent. of customers, 3 copies. 

25 per cent. of customers, 4 copies. 

30 per cent. of customers, various—in- 
cluding shipping notices to consignee. 


“Requests from our customers for vati- 
ous certifications on their invoices have also 
been growing in importance and involve a 
great amount of additional work in the bill- 
ing operation. A number of these certifica- 
tions are in respect to the present price ceil- 
ings that have been established by the 
Office of Price Administration in Washing- 
ton, D. C. The other type of certification 
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that is being requested in a number of cases 
is typical of prime contractors who are fur- 
nishing war material to the Government. 

“Other customers require special billing 
instructions such as item number, code 
number, and the like, for both our regular 
production and war material sales. 

“We agree that this is a subject that 
should be given considerable thought and 
discussion by your committee and all mem- 
bers of The Institute because it is felt that 
considerable time and material can be saved 
in these times, when every effort is sup- 
posed to be directed towards the goal of 
winning the war, if standardization of bill- 
ing procedures can be established by indus- 
trial firms.” 


SUGGESTS PRACTICE BE 
DISCONTINUED 


A controller who has given this sub- 
ject much study and who has observed 
the value of the special invoice form 
once used by his company for a long 
period of time believes that voluntary 
uniformity should be encouraged but 
that the special form should be dis- 
continued. 


“I agree that this practice causes annoy- 
ances and expense to the vendor, that very 
little if anything is gained by the customer, 
and that under present conditions it is 
hardly justifiable. 

“Years ago practically all large railroads, 
including our line, furnished their own in- 
voice forms to vendors and required that all 
bills be made on these forms. Somewhere 
around 1925 there was a ‘National Stand- 
ard Invoice Form’ developed with the co- 
operation of the National Association of 
Purchasing Agents, the National Associa- 
tion of Cost Accountants, the Railway Ac- 
counting Officers Association and Division 
VI, Purchases and Stores, of the American 
Railway Association. In 1928 the Railway 
Accounting Officers Association adopted 
the ‘Simplified Invoice’ which succeeded the 
‘National Standard’ form previously adopted. 

“Following the adoption of this ‘Simpli- 
fied Invoice,’ we discarded the use of our 
own invoice forms, and the Purchasing De- 
partments of most of the railroads re- 
quested their vendors to adopt this ‘Simpli- 
fed Invoice’ and at the present time 
probably 98 per cent. of the invoices we re- 
ceive are in substantially the form of the 
Simplified Invoice. We find them just as 
Satisfactory for all purposes as the special 
form previously used. 

“Not only would I suggest that the prac- 
tice of requesting vendors to make up 
invoices on special forms furnished by pur- 
chasers be discontinued, but also that ven- 
dors who have not adopted the simplified 
invoice be encouraged to do so.” 





HELPING BURROUGHS USERS MEET TODAY’S PROBLEMS 
WITH THEIR PRESENT EQUIPMENT 


Suggestions like these may help you to obtain 
more posting hours a day with your machines 


Relieve the operator of non-posting work— 


Have a clerk do the pre-listing, stuffing, checking for errors, 
heading new accounts, and so on. 


Keep the machine producing steadily — 


Assign a substitute to the machine during the operator’s 
rest periods, lunch hours, vacations. 


Combine records or tasks— 


Post related records together, and obtain statistics or figures 
for reports as a by-product of regular routines. 


Take full advantage of machine features— 


Make sure that the operators are thoroughly familiar with 
all keyboard controls, automatic features and the various 
special time-saving advantages built into the machines 
they are using. 

7 7 7 
For many other suggestions that will help you get the most 


out of your present Burroughs equipment, telephone your 
local Burroughs office, or, if you prefer, write direct to— 


BURROUGHS ADDING MACHINE Co., DETROIT, MICH. 
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CONTINUAL TROUBLE IN ENFORCING 
USE 


It is important that anybody who is 
interested in this subject read the fol- 
lowing comments from the controller 
of a large company which has had ex- 
tensive experience with the use of its 
own invoice form. Especially useful is 
the controller's advice that once the 
facts are fully realized improvement 
must be the result of voluntary effort. 


“Some years ago a similar movement was 
started by a group or association advocat- 
ing the adoption of a ‘standard invoice’ 
form sufficiently comprehensive to eliminate 
the necessity for a great variety of invoice 
forms. I believe most firms today have 
adopted this form of invoice. Any special 
billing instructions are usually placed upon 
the purchase order. 

“We were one of the firms that formerly 
furnished our suppliers with our own forms 
of invoices. Besides the expense of this 
special printing and the cost of furnishing 
these forms to suppliers, we had continuous 
trouble in enforcing the use of our forms, 
particularly with some of the smaller com- 
panies and those that were not regular sup- 
pliers. Also, possibly as a result of the 
movement for a ‘standard invoice’ we made 
a survey and found a large majority of our 
suppliers were then using a somewhat sim- 
ilar form to the so-called standard, and 
therefore we discontinued the practice as 
far as our suppliers were concerned. 

“As regards the requirements of the firms 
that we supply, we note that there has been 
a marked decline in the number requiring 
invoicing on special forms. At the present 
time approximately ten per cent. of our in- 
voices havé to be made up on special forms 
to the firms that we supply. In these cases 
it certainly does require double work in 
billing and unnecessary comparing of these 
special invoices with our sales records. 
Those firms that still require special forms 
that have come to my attention comprise 
about seventeen small railroads and five 
large firms. 

“It seems to me that the only way that 
any improvement could be accomplished 
must be along the lines of voluntary effort 
because ordinarily from a sound business 
viewpoint, the requirement of extra clerical 
work in preparing these special invoice 
forms would not be sufficient grounds for 
refusing the business. Therefore, if the cus- 
tomer feels that he requires this procedure 
in his particular case, it undoubtedly will 
have to be complied with.” 


SUMMARY 


So much valuable comment has been 
given as to both sides of this question 
that some of the most significant facts, 
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for the purpose of reiteration, are re- 
peated below: 

Our country is at war. In such a 
time, to waste paper and not to save 
labor is inexcusable. Avoidable use of 
office machines, which are no longer 
available except by priority, is at least 
undesirable. 

Railroads, once the chief advocates 
of the practically mandatory use of 
their own invoice forms, now largely 
have abandoned the idea but recom- 
mend that vendors use a “‘simplified 
invoice’ developed by the Railway Ac- 
counting Officers Association. 

The experience of many of the com- 
panies is that no inconvenience or ad- 
ditional cost is involved in the han- 
dling and the filing of an invoice 
prepared on the vendor’s own form. 

The inability of companies which 
maintain their own forms to enforce 
the complete use thereof by all their 
vendors is proof that such companies 
will be glad to co-operate in any sen- 
sible attempt to solve the question. 

The printing of the invoice form on 
a good quality of paper in order that 
it may be suitable for preservation for 
a long period of time, if necessary, in 
the purchaser's files is important. 

The avoiding of awkward, dispro- 
portionate sizes of paper for invoice 
forms is advisable. The standard in- 
voice form of which mention is made 
frequently in the foregoing comments 
is 814” x 7”. 


PURCHASER Must HaAvE ALL DATA 


Perhaps most important of all is the 
need for the purchaser to be certain 
that the vendor’s invoice contains all 
essential data—and preferably in the 
same section of the invoice form if not 
exactly in the same specific spaces. 
Such need is real. The essential data 
are: order number, requisition number, 
code or item number, serial number, 
card number, shape number, car num- 
ber, price, description, terms, quan- 
tities and weights, with space allotted 
for the purchaser’s use as to approvals, 
verification, and account distribution. 

Several members in their replies have 
mentioned the joint endeavor a few 
years ago of several accounting and 
other associations to induce the uni- 
versal adoption of a standard form—a 
form of exact dimensions and quality 


of paper with specific allotment of 
space for each of a certain number of 
specifically named items. 

Some of the members report that 
the work done in this connection was 
of great value and that much good was 
accomplished, but that the standard 
form recommended has received only 
partial adoption, one association, for 
example, having later adopted a form 
of “simplified invoice’ a copy of 
which, through the courtesy of one of 
the members of the Committee, is in- 
cluded as a part of this reply. The 
experience gained, however, through 
the somewhat limited use of the stand- 
ard form brings out its chief advan- 
tages—uniformity in size, a quality of 
paper good enough to insure fairly 
permanent voucher records, the assur- 
ance that none of a few essential items 
of information will be omitted and 
that such items will always be found in 
the same spaces on the form. 


REDESIGNING OWN FoRM 


If this reasoning is correct—and 
from the majority of the replies re- 
ceived it seems to be—how can the 
vendor more easily rid himself of the 
expense and waste of the special in- 
voice form than by redesigning his 
own form to include those few require- 
ments which will make his invoice 
form acceptable to the purchaser? Bas- 
ing its judgment on the volume of in- 
formation furnished in response to 
your request, the Committee assumes 
that in practically every case where spe- 
cial invoice forms are not required, re- 
lief from the use thereof may be ob- 
tained by a vendor who approaches the 
situation somewhat in the manner 
herein described. 

The Committee suggests, however, 
that The Institute itself may give as- 
sistance to both the controller who 
feels obliged to maintain his own in- 
voice form and the controller who is 
opposed to the cost and waste which 
the form entails. The Institute may 
give such assistance in the following 
manner: 

In “The Controller’ a short state- 
ment of the problem, conspicuously 
placed, would attract attention. The 
statement, however, would have to be 
officially sponsored to be effective. It 
should contain what is believed to be 
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the actual needs of the majority of 
those purchasers who maintain their 
own invoice forms and should suggest 
that vendors, without interfering with 
their own needs, arrange their forms 
to meet the purchasers’ needs. 

Invite comments and keep up-to- 
date with such comments by changing 
both the publicity and the needs as 
may be advisable. 

Keep the question alive each month 
in “The Controller’ for at least one 
year, if necessary. Perhaps some better 
solution of the problem than that sug- 
gested here may develop. 

In the end much of the remaining 
effect which the sponsors of the stand- 
ard invoice form had in mind will 
have been realized in which case many 
companies and many controllers will 
have been benefited. 


Copies of the report, “Wartime 
Planning To Meet Postwar Problems,” 
are available at $1 a copy. Address 
Controllers Institute of America, One 
East Forty-second Street, New York 
City. 
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PENDING CHANGES IN 
SUPPLEMENT “E” 
(Continued from page 472) 











though under the existing law or 
the general reorganization provi- 
sions, a carry-forward basis would 
otherwise not be permitted. 


(3) The exemption from excess profits 
tax of the income from the mining 
of certain strategic metals which 
the House bill eliminated but 
which the Senate proposes to re- 
store with the addition of a few 
other metals. 


(4) The provision which will exempt 
from excess profits tax certain ab- 
normal income of mining com- 
panies resulting from the extrac- 
tion of more than a normal quan- 
tity of mineral deposits. 


(5) The provision that exempts from ex- 
cess profits net income any bonus 
received from the Government for 
the exhaustion of depletable prop- 
erties. Just how these last two pro- 
visions will be interrelated re- 
mains to be seen but such a 
scheme is obviously needed, else 
the same income may be exempted 
twice. 
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(6) Section 752, relating to “Highest 
Bracket Amounts,” the most com- 
plicated section of existing law, is 
to be retroactively repealed. 

All the proposed changes will, I am 
sure, considerably improve the basic 
structure of the law and, especially if 
the relief sections are reasonably admin- 
istered, result in a more accurate segre- 
gation of normal and excess profits. Con- 
gress is to be commended for making 
them and the Treasury for urging their 
adoption, and in many cases, actually 
proposing them. 





BALANCE SHEET TREATMENT 
OF CASH DEPOSITS 


(Continued from page 476) 








The Committee trusts that you 
will find the above comments help- 
ful and suggests that the comments 
on the first of three questions ap- 
pearing in the Committee’s reply as 
published in the August, 1942, issue 
of ‘The Controller” under the head- 
ing ‘Balance Sheet Treatment of Ad- 
vance Payments on Price Contracts 
—And Other Problems” will be of 
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New Tax Deduction Fixed 
by Court 


In the first decision of its kind by 
any Federal Court, the Third Circuit 
Court of Appeals ruled at Philadel- 
phia, on September 29, that a cor- 
poration taking a discount in an ex- 
change of bonds for stock may class 
that discount as a deductible loss on 
income tax reports and amortize it 
yearly during the life of the bond is- 
sue. 


CLAIM FOR REFUND Is SUSTAINED 
BY COURT 


The ruling, of far-reaching impor- 
tance to financial circles, sustained 
the claim of the American Smelting 
and Refining Company to a refund 
of $16,710 on income taxes paid in 
1925. 

The court, in an opinion written 
by Judge Herbert F. Goodrich, held 
that an exchange of bonds for stock 
is the same in principle as if the 
bonds had been sold and the pro- 
ceeds used to acquire the stock. He 
approved the use of the New York 
Stock Exchange quotations to estab- 
lish the market value of the stock, 
for contrast with the face value of 
the bonds. 


SouGHT To AMoRTIZE Loss OVER 
LIFE OF ISSUE 


The American Smelting and Re- 
fining Company claimed a deduction 
of $128,539 in its 1925 report for 
amortization of $37,049,800 of first 
mortgage bonds it issued in 1917 to 
retire 170,000 shares of 6 per cent. 
Series A and 300,000 shares of Series 
B preferred of the American Smelters 
Securities Company, a subsidiary. 
The latter also had 300,000 shares of 
common, all owned by the parent 
company. 

The American Smelting and Re- 
fining Company contended that it 
exchanged its bonds for the stock at 
an average discount of 714 per cent. 
and sought to amortize this loss over 
the life of the bond issue. 

The Treasury Department rejected 


the claim on the ground that no loss 
could be established other than by a 
sale in the market of the bonds for 
cash and the use of the proceeds to 
retire the subsidiary’s stock. It held 
that discounts on a simple exchange 
of bonds for stock were not allowed 
by the law. 


WAR BONDS 


Five thousand business concerns 
are now diverting at least 10 per 
cent. of their payrolls to War Bonds, 
the Treasury reports. More than 
100,000 other firms have installed 
payroll savings plans through man- 
agement-labor cooperation but have 
not reached the goal of 10 per cent. 
in bond purchases. (NAM News) 


REDUCING RECORD 
STORAGE SPACE 


To release new space for produc- 
tion, one company is microfilming 
documents and records that go back 
as far as 1882. The records now take 
45,000 square feet for storage; mi- 
crofilmed, they will need a vault only 
10 feet square. (Industry) 


THE FEDERAL DEBT 


On July 31, 1942, the total inter- 
est bearing debt issued by the United 
States government was $76,694,000,- 
000. The average rate of interest on 
this debt was 2.249 per cent. per an- 
num, making an annual interest 
charge of $1,725,000,000. On June 
30, 1931, the average interest rate 
was 3.350 per cent. and on June 30, 
1941, 2.518 per cent. Of the debt 
outstanding June 30, 1942, $55,122,- 
000,000 was represented by public 
marketable securities. The holdings 
of these securities were divided as 
follows: 52.2 per cent. by 6,272 
banks; 15.9 per cent. by insurance 
companies; 9.7 per cent. by the U. S. 
government agencies and trust funds 
and the Federal Reserve Banks; and 
22.2 per cent. by all other investors. 
(Municipal Finance News Letter) 


THE COST OF LIVING 
AND PRICE INDICES 


Living costs in large cities in the 
United States rose .4 per cent. be- 
tween June 15 and July 15, 1942, ac- 
cording to the United States Bureau 
of Labor Statistics. Using 1935-1939 
as a base (100), the index of the cost 
of goods purchased by wage earners 
and lower salaried workers in large 
cities was 116.9 on July 15, 1942, 
compared with 116.4 on June 15, 
1942. Prices of unregulated goods 
and services advanced 1.6 per cent. 
while prices of controlled items in- 
creased .1 per cent. between June 15 
and July 15, 1942. On July 15, 1942, 
living costs were 11 per cent. higher 
than on July 15, 1941. 

In Canada, the Dominion Bureau 
of Statistics index (adjusted) in- 
creased by .9 per cent. between June 
and July, 1942. It was 117 in July, 
1942, compared with 115.9 in June, 
1942. In October, 1941, the index 
was 114.6. 

Since wholesale prices are ulti- 
mately reflected in the cost of living, 
and since later statistics are available 
for them, it is interesting to note the 
change in the trend of these prices. 
During the week ending August 22, 
1942, the index of United States 
wholesale commodity prices (1926 as 
100) was 98.9. This represents no 
change from the preceding week dur- 
ing which the index also stood at 
98.9. On the other hand, during the 
week of August 23, 1941, the index 
was 90. There was thus an increase 
in the index of wholesale commodity 
prices of 9.9 per cent. between Au- 
gust, 1941, and August, 1942. (Mu- 
nicipal Finance News Letter) 


ARMY SPECIALIST CORPS 


Accountants interested in obtain- 
ing commissions in the Army Special- 
ist Corps should write to Brigadier 
General Charles S. Cheston, Army 
Specialist Corps, Washington, D. C. 


Send now for copies of Proceedings 
of Eleyenth Annual Meeting, Con- 
trollers Institute of America. Many 
timely subjects are covered by au- 
thorities in various fields. 








Controllership Has Before It Greater 
Responsibilities Than Ever 


It hardly seems possible that this 
occasion marks the closing of the 
eleventh year in the history of our In- 
stitute. It has been a most interesting 
and active year. Precedent has estab- 
lished the practice that as retiring Pres- 
ident I should review with you briefly 
at this time the more important hap- 
penings and major trends in the life 
of The Institute during the past twelve 
months. At the same time it is custom- 
ary to consider briefly the current status 
of The Institute’s affairs—particularly 
any special problems and its more 
important opportunities for future 
growth and service. 

The President’s Annual Report was 
sent to all members on September 11. 
This report covered in some detail the 
activities of the organization and the 
work of the national committees dur- 
ing the past year. It will therefore be 
our purpose here to discuss only activ- 
ities that in the broad way fit into the 
cumulative and continuing progress of 
The Institute. 


ADDED RESPONSIBILITIES AND 
OPPORTUNITIES 


The outstanding feature of the past 
year has been the added responsibili- 
ties and opportunities that have been 
brought to controllership through the 
rapid development of a complete war- 
time economy. This is truly a period 
in which controllership and controllers 
are being tested for bigger and broader 
service in many requiring ways that 
have never before existed. 

We will all remember it was only 
a few years ago that controllership ex- 
perienced a searching examination 
from business executives, bankers and 
government agencies on its capacity to 
protect the interests of the investing 
public. This was shortly after the Se- 
curities and Exchange Commission was 
established. It was during this time 
that we heard members of the Securi- 
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ties and Exchange Commission make 
the following statements on the re- 
sponsibilities of controllers: “Funda- 
mentally the investor must rely upon 
your efforts and may look to the pe- 
riodic review by independent auditors 
only as a sort of insurance. Further, it 
is not too much to say, that without 
an adequate system of internal con- 
trol, financial statements as we know 
them are impossible.” Continuing to 
quote—'‘You are the stockholder’s first 
line of defense and you are also first 
in line for criticism when trouble 
comes.” 


STILL GREATER OPPORTUNITY FOR 
CONTROLLERSHIP 


Largely as a result of being reason- 
ably successful in meeting such require- 
ments as these, controllership and con- 
trollers were rapidly given only a few 
years ago a broader and greater recog- 
nition as an important part in the busi- 
ness and economic machinery of the 
country. 

There is every indication that con- 
trollership now has before it again an 
even greater responsibility and oppor- 
tunity. This time it is in service to 
business and government. This is 
largely due to two great forces now in 
motion that are vitally affecting every 
business in the country. The first is the 
stupendous war effort in which in- 


creased production by industry is of 
primary importance. At the same time, 
there continues the inescapable move- 
ment that for a number of years has 
been surely turning our country toward 
a new concept of the relationship be- 
tween capital, labor, management, and 
government. 

One need only look at the three-day 
program of this meeting to be con- 
vinced of the important bearing the 
current wartime, economic, and social 
conditions is having on the future 
work of controllership. “Renegotia- 
tion of War Contracts,” ‘What Can 
Business Expect in 1943?”, “Capital- 
ism After the War,’ ‘Government 
Wartime Reports Required from Busi- 
ness,” ‘Postwar Controllership Prob- 
lems,” “Inflation Controls,” “Civilian 
Goods Inventory Limitation,” and 
“The 1942 Federal Revenue Bill.” 
Every single one of these subjects 
covers a vital current problem to con- 
trollership that has arisen because of 
the war and the changes in economic 
and social life through which we are 
now passing. It takes no imagination 
to realize that problems such as these 
are going to increase during the bal- 
ance of the war period, and at least 
throughout a number of years after the 
war ends. 

These conditions will continue to 
place greater and greater responsibili- 


(Please turn to page 502) 





of controllership. 





| A PLATFORM AND A PROGRAM 


In brief compass, John A. Donaldson has set down, in his Presi- 
dential address to the Eleventh Annual Meeting of The Control- 
| lers Institute of America, upon completion of his term of office, a 
platform and a program that should serve the organization for 
many years to come. He spoke to the members on September 21. 

Mr. Donaldson thinks clearly, sees the whole picture, and sets 
it forth succinctly. It is a real contribution to the advancement 


—THE EDITOR 








497 





REVIEWS of Recent Business Publications 


“FISCAL PLANNING FOR TOTAL 
WAR,” by William Leonard Crum, John F. 
Fennelly and Lawrence Howard Seltzer, Na- 
tional Bureau of Economic Research, New 
York, 1942. 358 pages. $3. 

Supported by facts, figures, charts, esti- 
mates, and the like, through its thirteen 
chapters and an appendix, this book an- 
alyzes war finance. The opening chapter 
points out the greatness and the extent of 
war-time financing. In the succeeding two 
chapters the authors forecast how the na- 
tion’s output will be affected by our war 


effort. This forecast is accomplished by 
estimating the gross national product as a 
whole, discussing both the near-term prob- 
abilities and the approximate maximum 
level that can reasonably be expected; by 
analyzing the volume of goods and services 
that may be available for civilian use and 
what kind and quantity of goods and serv- 
ices will have to be taken from civilian use 
to fulfill the military needs; by estimating 
approximate aggregate incomes likely to 
be received by certain broad income groups, 
and by considering what share of these in- 
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comes will be used on consumption and 
what the balance will be for savings, taxes, 
and the like. 

Chapters 4 and 5 discuss methods of 
bringing about curtailment of civilian goods 
either by the financial method, based upon 
the ting and the spending of money and 
upon market prices for the organization and 
guidance of economic activity, or by direct 
governmental control by means of priori- 
ties, allocations, price control, and similar 
methods. Chapters 6 through 13 deal with 
discussions of raising funds through taxa- 
tion and government borrowing, devoting 
a separate chapter to each of the following: 
corporate taxes; indirect taxes such as ex- 
cises, sales taxes and customs; individual 
income taxes; collections at the source and 
social security taxes. The appendix is de- 
voted to the probable level of spendings for 
non-military purposes. 

Reviewed by RANDOLPH LANE. 


“EXCHANGE CONTROL IN CENTRAL 
EUROPE,” by Howard S. Ellis. Published 
by Harvard University Press, Cambridge, 
Mass. 1941. 413 pages, $4.00. 

Professor Ellis in this volume presents 
what is to date the most comprehensive 
history of the totalitarian type of control 
in international trade, as observed in Ger- 
many, Austria and Hungary. 

Professor Ellis’ main thesis is that up- 
holding the nominal parity with the aid 
of exchange control was excusable in the 
crisis, but became harmful, and should 
have been substituted in 1936, if not in 
1933. Of course, the author knows that 
devisen control was due to extraordinary 
circumstances, but he insists on condemning 
exchange regulations in comparison to open 
devaluation. 

Dr. Ellis repeatedly imputes the van- 
ishing of export surpluses to currency over- 
valuation, but admits in other places that 
the currencies were de facto devalued. The 
question, whether bilateralism was not the 
way permitting Germany to maintain even 
a limited volume of exports and to service 
partially her debt, is omitted altogether. 
What about the rapidly increasing foreign 
resistance against Germany’s exports, the 
exhaustion of her raw material inventories, 
the effects of a growing internal market 
due to “reflation” policies? Could devalu- 
ation protect a debtor against capital flight 
and the run of foreign creditors? Judging 
exchange policies without considering such 
factors lends judgments or conclusions a 
laboratory smell—or warrants a_ label: 
“Vacuum Packed.” 

Dr. Ellis seems convinced that exchange 
control leads necessarily to autarchy and 
totalitarianism, and that its abolition means 
the return to normal trade and _ political 
systems. Actually, exchange control was but 
the most extreme of the protectionist sys- 
tems of the 1930’s, and the same objectives 
have been accomplished within the frame- 
work of the British and French types of 
exchange policies. 


“FUNDAMENTALS OF ACCOUNTING,” 
by Perry Mason, Foundation Press, Chi- 
cago, 735 pages, $4.50. (University Busi- 
ness Economic Series.) 
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“INDUSTRIAL STATISTICS,” by H. A. 
Freeman, Assistant Professor of Statistics, 
Massachusetts Institute of Technology. Pub- 
lished by John Wiley & Sons, Inc., New 
York City. 178 pages. $2.50. 

This is a book designed for those who 
would like to know something of statistical 
technique in industrial research and quality 
control. It would enable a manufacturer to 
establish and meet standards of quality, such 
as must be met in government work. Pro- 
fessor Freeman would first show how to 
discover the cause of variation from the 
standard, and then how to test current out- 
put for quality. Lastly, it shows how to 
select, for testing, samples to represent 
the lot, and what risk is run of having the 
lot rejected or of receiving substandard 
lots from others. There are 30 or more 
problems included, with some solved in 
complete detail and others provided with 
final answers. 


“COLLECTIVE BARGAINING SYS- 
TEMS,” by Professor Frank C. Pierson of 
Swarthmore College. Published by the 
American Council on Public Affairs, Wash- 
ington, D. C. 1942. 

Stable and amicable relations between la- 
bor and management cannot be satisfac- 
torily achieved by dictates of law or govern- 
ment but are dependent upon “the good 
sense and resourcefulness’ of employers 
and union leaders, according to Professor 
Pierson in this study, which is based upon 
an investigation of union-employer re- 
sponsibilities arising out of union agree- 
ments. 

Professor Pierson observes that the estab- 
lishment of any form of compulsory arbi- 
tration of labor disputes “would involve 
profound alterations in our form of govern- 
ment” and would require a degree of regu- 
lation over employment policies ‘‘which 
neither unions nor employers would wel- 
come.” 

Under agreements recently established be- 
tween labor and management, Professor 
Pierson says that he finds the most common 
difficulty has been the deliberate disregard 
of contract provisions by one or both of the 
contracting parties. This difficulty, he says, 
is most likely to occur “if the agreements 
do not accurately reflect the relative bar- 
gaining strength of the two parties or if 
one of the parties feels this to be the case.” 

Professor Pierson recommends that “‘every 
effort be made to accelerate the handling of 
cases by the National Labor Relations 
Board.” At the present time, he declares, 
the NLRB decisions often come too late to 
affect the outcome of controversies ‘to any 
important degree.” 

In addition, Professor Pierson urges the 
ation of the following rules of “fair 
play”: 

“First, neither side must commit acts 
causing physical injury to others or physical 
damage to property. Second, employers 
must not hire, fire, and grant promotions 
in ways which discriminate against union 
members, nor must they try to promote ri- 


val labor organizations among their em- 
ployes. 

“Third, before securing agreements, 
unions must be able to show they have the 
support of a majority of the workers whom 
they purport to represent. Fourth, neither 
side must systematically disregard orderly 
processes set up by the contracting parties 
to handle disputes occurring during the life 
of agreements.” 


“NEW YORK LAWS AFFECTING 
BUSINESS CORPORATIONS,”  twenty- 
third edition, revised to May 24, 1942. 
Published by United States Corporation 
Company (150 Broadway, New York City, 
184 State Street, Albany). 611 pages. $2. 

The New York State Legislature which 
recently adjourned has enacted its usual 
number of acts affecting private business 
corporations, including no less than twenty- 
two separate changes in pertinent sections of 
the Tax Law. Among the other acts adopted 
were those extending corporate powers, in- 
cluding powers to make contributions for 
patriotic and civic purposes, as well as the 
important emergency legislation to care for 
shareholders affected by the war. 

Besides the statutes, this book contains 
liberal annotations of judicial decisions. 
They not only contain the author’s under- 
standing of the case but usually are ab- 
stracts in the court’s exact language, with 
numerous citations of supporting cases. 

The “Synoptic Analysis” is a_ typical 
arrangement of the general and the stock 
corporation laws, of the corporation tax 
laws, and of the relationship of the sev- 
eral corporation laws to one another. It 
is a useful publication and meets a real 
need in its particular field. 

Reviewed by Harvey M. KELLEY. 


“YOUR LEGAL AND BUSINESS MAT- 
TERS AND HOW TO TAKE CARE OF 
THEM,” by Henry E. Ashmun. Published 
by The John Day Company, New York, 179 
pages, $1.75. 


This small volume contains information 
and counsel for the average person on legal 
and business matters with which he is 
likely to come in contact in his everyday 
life. It will be of interest, also, to profes- 
sional and business men who are constantly 
asked for advice on legal affairs which 
their particular training does not make 
them competent to give. 

The author is a practising California 
lawyer and former special secretary of the 
Supreme Court of California, with the 
added experience of many years of trade 
association work. He covers the whole 
ground of ordinary transactions, and con- 
centrates on the potential difficulties of 
these questions, warning those prone to be 
casually trustful and advising them in what 
types of dealings additional legal assistance 
is essential. This is a book which can well 
belong on everyone’s shelf beside the dic- 
tionary and the atlas. 

Reviewed by Harvey M. KELLEY. 
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Great Mass of Detail, in Proxies, Too Much 
for Stockholders to Digest 


Emphatic opposition to the proposals 
made by some member or members of the 
staff of the Securities and Exchange Com- 
mission, for amendment of the Commis- 
sion’s proxy rules so as to call for in- 
clusion in proxies of a great volume of 
miscellaneous information, has been 
voiced by The Controllers Institute of 
America through its Committee on Co- 
Operation with the Securities and Ex- 
change Commission. The Chairman of 
this Committee is Mr. Stanley W. Duhig, 
of Shell Union Oil Corporation, New 
York City. 

In August the Securities and Exchange 
Commission sent to The Controllers In- 
stitute of America a sizeable book con- 
taining the draft of proposed amend- 
ments of the proxy rules and regulations. 
The Commission asked for comments, 
criticisms, and suggestions. The pro- 
posed amendments were circulated among 
members of The Institute’s Committee, 
and they were asked to comment. Their 
comments were embodied in a letter 
which Mr. Duhig, as chairman, sent to 
the Commission under date of Septem- 
ber 17, 1942. The letter is reproduced 
below. 

No call for a public hearing on the 
proposed amendments had been issued by 
the Commission up to the time this item 
was written. 

Some convincing arguments against 
adopting any amendments of the regula- 
tions at this time, and against adopting 
many of the proposed amendments at 
any time, are set forth by Mr. Duhig. 


The Letter: 


PROPOSED REVISION OF PROxY RULES 

We thank you for your letter of Au- 
gust 22 asking for our suggestions and 
comments on the proposed proxy rule 
revisions as drafted by you. We think 
you will understand that our member- 
ship is so spread throughout the indus- 
trial areas of the country that it has 
taken a little time to obtain comments 
from the members of our Committee 
on Co-operation with the Securities 
and Exchange Commission. 

We understand your primary object 
is to lay down rules adequate to cover 
a corporation management’s duty to 
give and the stockholder’s desire to re- 
ceive clear and specific information in 


regard to the affairs of a company. 
Such company reports and proxy ma- 
terial are given with a view to having 
the stockholder form some idea of the 
value and soundness of his equity or 
other interest, and also to permit him 
to vote intelligently on the selection 
of corporate directors, and in the adop- 
tion of amendments and _ resolutions 
which will be for the benefit of the 
business enterprise. Our members feel 
very strongly that the revisions which 
you have suggested will defeat this 
purpose. 


UNDERSTANDABLE FoRM Most 
USEFUL 


As a practical matter, we have to 
deal with hundreds of thousands of 
individuals—both men and women— 
with varying degrees of education and 
understanding. It is necessary to devise 
a simple and direct form of annual 
report and one that is calculated to 
give essential information to the great- 
est number. We have to recognize the 
fact that thousands of the best pre- 
pared corporation reports in the coun- 
try ate tossed aside by stockholders 
without being read, and that on the 
other hand we should strive to satisfy 
the needs of the individual who has a 
keen desire to keep himself informed 
on his investment. 

Perhaps the Commission will not 
agree, but our members are of the 
opinion that corporation directors and 
management are in a position to judge 
the most effective medium for report- 
ing to stockholders. From experience 
in preparing information and in dis- 
cussing the company’s affairs with 
stockholders at and between annual 
meetings, the consensus of our mem- 
bers is that the addition of the de- 
tailed particulars which you suggest 
would make a report and proxy state- 
ment so voluminous that the average 
stockholder would not take the time or 
trouble to read it, and it would be of 
little value to him if he did. 
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NEw CORPORATE INFORMATION 


To include an outline of the busi- 
ness activities of the company and de- 
scription of the year’s changes in the 
character of its business, a statement 
of property acquisitions and disposal, 
a statement of managerial salaries, to- 
gether with full sets of financial state- 
ments and comparative figures for the 
previous year, will of course be a close 
approach to mailing the stockholders 
copies of present Form 10-K or other 
annual filing with the S.E.C. As a mat- 
ter of fact, we note you have in mind 
that this, plus a few additions in the 
form of exhibits and schedules, would 
constitute the Form 10-K report. 

We cannot emphasize too strongly 
our belief that this huge volume of 
material, including, we presume, the 
financial statements both for the is- 
suing company and for the consoli- 
dated group, would be a bewildering 
burden to the stockholder and an un- 
necessary expense to the corporation. 
At present every stockholder who is 
sufficiently interested can readily ob- 
tain all the information which is now 
given in Form 10-K of the S.E.C. It 
is not even necessary for him to ob- 
tain data or photostat copies from the 
Commission, because in our experience 
the material can be obtained from the 
corporation itself or from rating bu- 
reaus and the local banks and brokers 
who subscribe to their services. 

Extending our objection to the 
idea of trying to cover everything in a 
report to stockholders, our Institute 
feels that such a provision as in Sched- 
ule 14A Item 5 A(1), for a statement 
concerning litigation involving any 
director or officer of the issuer or its 
subsidiaries, is too broad and would 
require a statement regarding litiga- 
tion which in no way affected the is- 
suer or its subsidiaries. As a similar 
example, the provision of Schedule 
14A Item 5(1) is too broad and 
would result in voluminous descrip- 








tions of transactions made in the ordi- 
nary course of business which are of 
no particular interest to stockholders. 


SALARY PUBLICITY 


The reports which we have had 
from Institute members are unanimous 
in their objection to further detailed 
disclosures of compensation paid to in- 
dividual members of the management. 
Such disclosure is, we believe, unnec- 
essary and undesirable. The existing 
rules provide adequate disclosure as 
to the three highest paid officers as 
well as the aggregate compensation of 
officers and directors. The position is 
well expressed in an analysis entitled 
“Executive Salaries and Benefit Plans” 
by John C. Baker, published as long 
ago as 1938, wherein it is stated: 


“It (publication of salary data) might 
give false impressions and stir up consid- 
erable ill feeling within a specific company. 
Furthermore, not all stockholders are rea- 
sonable nor do they appreciate the real 
need for certain large salaries. Laws are 
generally made for minorities, and the law 
concerning the publication of salaries was 
no exception to this rule. Since executive 
salaries* have been the Pandora’s box of the 
business world, it was only natural that 
the general public should expect many sur- 
prising revelations from the publication of 
corporate salary data. Such anticipations 
eere generally disappointed, to the surprise 
Gf Many. ..<.:-s The destructive side is the 
publication of mames which emphasize 
“gossip” rather than corporate policies. This 
is probably the most unfortunate phase 
of the publication of salary data. An im- 
provement might be the revelation of cor- 
porate salary data without names; this 
would continue all the constructive fea- 
tures of such publicity without its unfor- 
tunate aspects. (These comments do not 
refer to the publication of salaries over 
$15,000, which serves no constructive pur- 
pose.)”’ 


We have had a considerable amount 
of experience since the above was writ- 
ten, most of which confirms the judg- 
ment therein expressed, and as a mat- 
ter of fact the Congress has in the 
meantime altered its position regard- 
ing publication of salaries from tax 
returns. As one of our members ex- 
presses it, the publication of additional 
detail would merely satisfy the idly 
curious, promote class hatred and ac- 
complish nothing constructive. 


The Controller, October, 1942 


SPECIFIC MARKING OF BALLOTS 


We now refer to Rule X-14 A-2(a) 
—the duty to provide means by which 
the stockholder will specify by ballot 
his approval or disapproval of each 
proposal. Most proxies now provide 
such choice, but our members seriously 
object to this new proposal, which 
simply rules out the idea that a stock- 
holder has a right to leave it to the 
management and that many of them 
prefer to have the management exer- 
cise its discretion. We submit that it is 
beyond the powers conferred by Con- 
gress to now promulgate a rule which 
deprives the stockholder of that right. 
In addition to this it is true though 
regrettable that few stockholders are 
sufficiently interested or will take the 
time to vote specifically on each ballot. 
If the proxy cannot be used because 
the stockholder has not voted on each 
proposal, but signs the proxy in blank, 
many worthy and necessary resolutions 
will fail because sufficient votes were 
not cast for their adoption. It can and 
will prevent even obtaining a quorum 
for action. 


Minority NOMINATIONS 


A method has been proposed for 
placing in the ballot propositions sub- 
mitted by individual stockholders, in- 
cluding multiple nominations for di- 
rectors. We think it is hardly necessary 
to point out that these provisions will 
promote ill-considered, undesirable and 
unwieldy suggestions. Apparently there 
is no limit on the length of the indi- 
vidual proposal or resolution and it is 
obvious that this material, plus the 
explanatory statements which are made 
for and against such proposals, will 
produce a bulk of conflicting and vo- 
luminous material which will confuse 
rather than help the stockholder. 

In the case of nominations for di- 
rectors the situation would be particu- 
larly complex and the proxy material 
unduly difficult for the stockholder to 
understand and act upon. In any event 
it would seem that any such provision 
for nominations should be limited to 
the holder of a certain specified per- 
centage of the voting stock so as to 
avoid the practice of certain individ- 
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uals purchasing one or two shares of 
stock merely for the purpose of annoy- 
ing corporations and confusing stock- 
holders with the problem of selecting 
nominees, some of whom may in fact 
be opposed to the best interests of the 
corporation. 

As a matter of fact, the existing 
tules give ample opportunity for ex- 
pression by individual stockholders and 
in a much clearer manner than that 
now suggested. It is our experience 
that the inclusion of a blank space 
wherein the stockholder can write com- 
ments or limitations on the authority 
granted will invalidate many proxies 
and defeat the intention of the stock- 
holder. 


SUBMITTING PROxY MATERIAL TO 
THE S.E.C. IN ADVANCE 


If the suggestion should be adopted 
that all proxy material must be filed 
with the Commission at least 10 days 
prior to the sending of definitive 
copies to the security holders, it will 
in very many instances (particularly in 
the case of companies having annual 
meetings early in the year) prove to be 
a serious handicap. Some time will 
necessarily be consumed during the re- 
view by the S.E.C., and the time re- 
maining for printing and preparation 
for mailing would certainly be insufh- 
cient. The practical effect would be 
that the corporation would have to 
submit the material to the S.E.C. per- 
haps 20 days before it is sent to stock- 
holders, which is an unreasonable re- 
quirement in view of the very tight 
schedule followed by most reporting 
companies. 

It should also be borne in mind that 
most corporations have undertakings 
with the Stock Exchange Listing Com- 
mittees to give the Exchange at least 
10 days’ advance notice of the date of 
record of stockholders entitled to vote 
at the meeting. We would call atten- 
tion to the fact that most annual re- 
ports of corporations are worked out 
with great care and over a considerable 
period of time. The character and 
text of the annual reports (which it is 
now proposed should be attached as 
part of the proxy material) are such 
that the management would be in the 
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position of spending several weeks in 
the preparation and then suspending 
the final printing and mailing sched- 
ule while a period elapses during 
which the report is on file with the 
S.E.C. If the Commission is to censor 
and edit the annual report, then it will 
be impossible to carry out any sort of 
time schedule. 


FALSE AND MISLEADING STATEMENTS 


We are not aware as to why the 
suggestion has been made (Rule X14- 
5-A) to omit the clause, but we think 
in fairness the words “containing any 
statement which at the time and in the 
light of the circumstances under which 
it is made is false and misleading’ 

. and so on, should be retained. 


GENERAL 


From the above remarks we would 
not wish to have you infer that our 
Institute is merely interested in offer- 
ing criticism without making construc- 
tive suggestions to meet particular con- 
ditions. It is a fact that our member- 


The Controller, October, 1942 


ship is composed of persons who have 
daily experience with the problems of 
industrial management. We have dis- 
cussed proxy solicitation regulations 
with your staff on previous occasions 
and have seen the original rules re- 
vised and in many respects improved 
to the point where we feel they are 
already sufficiently effective and cer- 
tainly complicated enough. 

We quite appreciate that in the 
course of a year your office will receive 
numerous communications from indi- 
viduals, some of whom have griev- 
ances, but most of whom have no 
particular conception of the size or 
complexities of the problem. Our ex- 
perience is that the great bulk of stock- 
holders want simplified reports. If 
certain corporations are not sufficiently 
specific or reasonable in their con- 
tacts with the individual stockholder, 
then we should think it is a compara- 
tively simple matter for you, as inter- 
mediary, to handle. 

In the present war emergency our 
members are finding that the amending 
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of those rules and regulations which 
have become reasonably well under- 
stood results in a very real time loss. 
The present shortage of help will be- 
come more acute and we seriously re- 
quest that there not be imposed further 
burdens of this nature at the present 
time. 

We have not attempted to comment 
upon phraseology or certain technical 
aspects of the proposed revisions and 
we should like to take this opportu- 
nity to ask that you hold a hearing in 
the immediate future, so that such 
matters can be discussed around the 
table. Meantime, we respectfully sub- 
mit that the advantages of making the 
revisions at this time are greatly out- 
weighed by the disadvantages and that, 
furthermore, the methods suggested 
for soliciting and handling proxies will 
defeat the intended purposes. 
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ties on controllership. They place a 
new requirement on every controller 
for a broader and more forward look- 
ing service to management—and also 
to government. The opportunity for 
controllership’s improved service to 
management is greater today than was 
the opportunity a few years ago for 
being an important factor in more pro- 
tection to the investing public. 


INSTITUTE CAN GUIDE INDIVIDUAL 
MEMBERS 


I believe The Controllers Institute 
is in a good position to help its mem- 
bers meet the challenge of the period 
ahead. Naturally, we must individually 
assume the greater part of the respon- 
sibility for a good controllership opet- 
ation in our own companies, but an 
organization made up of a group of 
men of the type of our membership 
can be of untold value in inspiring 
and guiding individual members in 
solving their particular problems. The 
major objectives of this three-day Na- 
tional Meeting are to do just that for 
each member of The Institute. 

It is fair to say that our organization 
is now pretty well grown up. In the 

(Please turn to page 503) 
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future there will not be much need for 
any great number of new members. 
Neither should there be any serious 
need for additional finances that can- 
not be adequately met. During the past 
eleven years, sound basic policies to 
guide our activities have been estab- 
lished and proven out by actual experi- 
ence. The job ahead, in my opinion, is 
largely a more intensive rather than 
more extensive field of work. In this 
respect much needs to be done in 
building up a better and more valu- 
able service to local Controls, which in 
turn will be reflected in greater values 
to individual members. 


COMBINED EFFORTS BROUGHT 
RESULTS 


Gentlemen, I want to say that I 
have enjoyed immensely the job of 
being your national President during 
the past year. Whatever may have been 
accomplished is due very largely to the 
interest of the membership and to the 
combined efforts and splendid coop- 
eration of the official bodies of the 
local Controls, the chairman of the na- 
tional committees, the national board, 
and last and probably most important, 
the work of our Managing Director, 
Arthur R. Tucker, and his staff in New 
York. It has been a real privilege to 
serve you. 

I am going to close by saying that I 
hope and predict for this Institute in 
the years ahead greater accomplish- 
ments and a more valuable service to 
members, corporation managements and 
government officials. The opportunity 
is there—if we are willing and wise in 
our use of it. 


MEETING SUCCESS IN 
EVERY WAY 
ARTHUR R. TUCKER 
Managing Director: 

It is quite a distance from Richmond to 
Chicago and it is a very long trip. How- 
ever, there is no doubt about it that our 
meeting at Chicago was a success in every 
respect. The subjects were timely and the 
speakers were excellent. You and the vari- 
ous committees are to be congratulated on 
such a splendid job. 

W. Brooks GEORGE 
Larus & Brother Company, Inc. 
Richmond, Virginia 
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HOW TO SIMPLIFY PRP RECORD KEEPING 


@ You can wrap your whole PRP problem in a single two-word 
package—balanced inventories. For, with all of its manifold reports 
and restrictions, PRP aims at nothing more than accurate gauging 
of your raw material needs. 

But administering your PRP problem is a different story. It takes 
facts. Usable facts that are easy to summarize. Working records 
that are easy to analyze. And it is this need that Kardex fills by 
simplifying PRP recording. 

Like this: with a Kardex system like the one shown below, many 
manufacturers are able to group all items of each class of material 
by PRP classification. Thus, it is a simple matter to prepare usage 
statistics, to forecast material requirements, and to prevent un- 
natural inventories that disturb the flow of current supplies. 
What’s more, the exclusive Kardex Graph-A-Matic signalling 
principle reveals, at a glance, the exact position of your inventories 
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KARDEX EQUIPMENT IS NOW AVAILABLE WITHOUT CRITICAL MATERIALS! 


in terms of weekly or monthly supply. It helps you correlate 
purchases with allocations, prevents overstock and under- 
stock, and is particularly helpful in preparing detailed PD-25F 
Interim Applications. 

It is this basic “balanced inventory” system, shown below, that 
does the ground-work for the incredible new Kardex PRP Sum- 
mary Record—the plan that reduces difficult PRP recording to 
a simple accounting procedure. 


Free PRP Record Study 
Remington Rand record engineers have just completed a 
detailed analysis of the PRP recording problem — with a 
documented solution. This study is based on facts gathered 
from actual users of the system described. You may have a free 
copy, without obligation, by writing Remington Rand, Buffalo, 
N. Y.—or phoning your local Remington Rand office. 
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Sanderlin Heads New Control 
in Louisville 


Members of The Controllers Institute of 
America situated in and near Louisville, 
Kentucky, organized the twenty-sixth Con- 
trol in the list of those operating as sub- 
organizations of the national body, at a 
meeting held September 28, 1942, at the 
Brown Hotel, Louisville. 

The charter of the Control, issued by na- 
tional headquarters upon authorization by 
the Board of Directors, was presented to 
the Control by Managing Director Arthur 
R. Tucker, of The Institute. A petition for 
a charter had been filed in May, 1942, by 
the members of The Institute in Louisville. 

Officers of the Louisville Control were 
elected as follows: 

President, John R. Sanderlin, Brown- 
Forman Distillers Corporation; Vice-Presi- 
dent, G. Stuart Bruder, The Mengel Com- 
pany; Secretary and Treasurer, W.H. Mac- 
Lean, Curtiss-Wright Corporation, Airplane 
Division; Directors, C. A. Vollmer, Axton- 
Fisher Tobacco Company; Herbert O. 
Hincks, Frankfort Distillers, Inc. 

The President-Elect named the following 
committees: 


Membership: C. A. Vollmer, Axton- 
Fisher Tobacco Company, Chairman; Her- 
bert O. Hincks, Frankfort Distillers, Inc.; 
C. W. Hupp, Lybrand Ross Brothers & 
Montgomery. 

Auditing: L. I. Boone, C. T. Dearing & 
Company, Chairman; George G. Ungar, 
Levy Brothers. 

Program: Stuart Bruder, The Mengel 
Company, Chairman; J. Sterling Davis, 
American Barge Line Company; William R. 
Hays, Courier-Journal and Louisville Times. 

The last Friday in each month was chosen 
as the regular meeting date for this Control, 
the next meeting to be held on the last Fri- 
day in October. The Secretary was requested 
to mail to all members of the Control a 
list of current members and their company 
affiliations. 

The recommendation was made to the 
Program Committee that, in laying the plans 
for subsequent meetings, at least one sub- 
ject vital to comptrollers’ interests be pre- 
pared for discussion at each meeting. 


Reports of Committee Activities 
Mailed to Members 


Reports of the activities of the many 
Committees of The Controllers Institute of 
America were handed to members, at the 
opening of the Eleventh Annual Meeting 
of The Institute on September 21, in Chi- 
cago. 

Since that date copies of the reports have 
been mailed to members who were not pres- 
ent at the Annual Meeting. 

The reports are in printed form. They 
present concisely the details of the work 
performed by the committees for The In- 
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stitute. Careful reading of the reports is 
recommended to members. 

Under date of September 11, printed 
copies were mailed to members of the an- 
nual report of the President, Mr. John A. 
Donaldson, an inspiring document which 
sets forth the principal activities and ac- 
complishments of The Institute during the 
year 1941-1942. It is of special interest be- 
cause it describes the work done under 
war conditions, when special problems were 
presented. 


HARTFORD 
Topic: “HOW THE CONTROLLER 
CAN HELP MAKE THE POST- 
WAR POSITION OF BUSINESS 
SOUNDER” 

The regular monthly meeting of the 
Hartford Control was held on October 
8 at the Elm Tree Inn, Farmington, Con- 
necticut. The speaker was Mr. Louis M. 
Nichols, controller, General Electric Sup- 
ply Corporation, Bridgeport, Connecticut. 
He is a member of the Advisory Council 
of The Institute and has long been promi- 
nent in the activities of the national or- 
ganization and the Connecticut Control. 
His subject was “How the Controller Can 
Help Make the Post-War Position of 
Business Sounder.” 
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EXPERIENCED MAN AVAILABLE, 
CONTROLLER-EXECUTIVE 


The services of a well-equipped financial 
man, of the controller-executive type, are 
available. This man has for 13 years served 
one of the most prominent concerns in the 
country, in various capacities—assistant to 
treasurer, general auditor, assistant secre- 
tary, principal accounting officer, and con- 
troller. 

He had direct charge of and full respon- 
sibility for the corporation’s accounting in 
the United States and abroad, reporting pe- 
riodically to the Board of Directors, and 
signing all published financial statements. 
The scope of his work has covered the con- 
trol of financial matters, including taxes and 
many matters normally included in the treas- 
urer’s duties. He has handled the negotia- 
tion of war contracts, and the payments for 
and the adjustments of these contracts. He 
is a Chartered Accountant (England), a 
United States citizen, married, with de- 
pendents, 52 years of age, in excellent 
health, alert and vigorous physically and 
mentally. Can take up new duties at once. 
The job for which he is best fitted can be 
described as treasurer, controller, vice-presi- 
dent in charge of finance, any one or a com- 
bination of all. Address Box No. 396, 
“The Controller.” 





| SEVEN NEW DIRECTORS 
| OF INSTITUTE 


The members of The Controllers 
Institute of America, in_ their 
Eleventh Annual Meeting, on Sep- 
tember 21, 1942, elected seven new 
members of the National Board of 
Directors for terms of three years 
each, to fill the places of directors 
whose terms had expired. The newly 
elected directors: 

CECIL W. BORTON 

Irving Trust Company, New 

York City 
EDWIN W. BURBOTT 

A. B. Dick Company, Chicago, 

Illinois 
JOHN E. HEARST 

S. S. Kresge Company, Detroit, 

Michigan 
WILLIAM R. LITTLE 

The Evening Star Newspaper Co., 

Washington, D. C 
T. C. McCOBB (reelected) 

Standard Oil Co. (New Jersey), 

New York City 
LLOYD D. McDONALD 

The Warner & Swasey Company, 

Cleveland, Ohio 
J. J. RUSSELL 

Revere Copper and Brass _In- 

corporated, New York City 

The auditors, Robert Meyer and 
William F. Sigg, were reelected for 
terms of one year. 
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PERSONAL NOTES 


Mr. George W. Rooney, controller of 
the United States Steel Corporation since 
1940, has been elected vice-president and 
controller, a director and member of the 
executive committee of the United States 
Steel Corporation of Delaware, the oper- 
ating company. He has removed to Pitts- 
burgh. He became a member of The 
Controllers Institute of America in July, 
1941. 

Mr. Theodore S. Faller, executive vice- 
president and controller of R. H. Macy & 
Company, Inc., has been granted a military 
leave of absence to accept a commission as 
a major in the Quartermaster General’s 
office of the United States Army. He was 
elected to membership in The Controllers 
Institute of America on December 1, 1941. 

Ernest Katz, corporate controller of 
R. H. Macy & Co., Inc., and its affiliated 
stores, and a member of The Controllers 
Institute, has assumed the additional 
duties of controller for the Macy store in 
New York City, it was announced in late 
September. He succeeded Theodore S. 
Faller, former vice-president and control- 
ler of the store, who has received a mili- 
tary leave of absence to accept a com- 
mission as Major in the quartermaster 
general’s office, United States Army. 

George W. Rooney has been elected 
vice-president and controller of the 
United States Steel Corporation of Dela- 
ware, and a member of the board of di- 
rectors and executive committee of the 
company, it was announced in late Sep- 
tember. Mr. Rooney relinquished his 
former position as controller of the 
United States Steel Corporation, the par- 
ent company, and assumed his new duties 
in Pittsburgh on October 1. He was made 
controller of the parent organization on 
October 1, 1940. Prior to that time he 
was controller of the National Tube Com- 
pany, another subsidiary of United States 
Steel, with which he has been associated 
since 1930. 

William L. Whitfield, former control- 
ler of the New York State Mortgage 
Commission, has been appointed comptrol- 
ler of Peter A. Frasse & Company, Inc., a 
New York steel firm. 

Mr. Thomas K. Carnes, formerly presi- 
dent of Western Maryland Dairy, Inc., a 
subsidiary of National Dairy, has been 
elected comptroller of National Dairy 
Products Corporation, it was announced 
early in September. 

Mr. Emil F. Klein was recently elected 
treasurer of Casco Products Corporation, 
Bridgeport, Connecticut. He was previously 
assistant treasurer. This action of the Board 
of Directors climaxes thirteen years of serv- 
ice by Mr. Klein for the company. He was 
elected to membership in The Controllers 
Institute of America on August 31, 1939. 


Membership Certificates 
Each member of The Controllers Insti- 
tute of America is entitled to have a 
certificate of membership. Consult national 
headquarters. 


MEETINGS OF CONTROLS 


CHICAGO 


Topic: “A YANKEE’S EXPERIENCE 
IN THE MIDDLE OF RUSSIAN 
COMMUNISM” 

Captain Lyle M. Foster was the main 
speaker at the regular monthly meeting 
of the Chicago Control which was held 
on September 10 at the Union League 
Club. He was a captain under General 
MacArthur in the anti-aircraft corps in 
World War I. He served as government 
agent in China, India, and Tokyo, and has 
been all over the world in the United 
States Government Intelligence Service. 
He knows Stalin, Ghandi, and MacAr- 
thur. Needless to say, there was a large 
attendance of members at the meeting to 
hear Captain Foster’s address on “A 
Yankee’s Experience in the Middle of 
Russian Communism.” 


DAYTON 


Topic: “REPORTS FROM THE 
ELEVENTH ANNUAL MEETING” 


A luncheon meeting for all members of 
the Dayton Control was held at the Van 
Cleve Hotel on September 29. 

This was the regular monthly meeting 
of directors for September. Eleven mem- 
bers and three guests from Dayton at- 
tended the Eleventh Annual Meeting of 
The Controllers Institute in Chicago, and 
they presented at the Control meeting a 
complete report and summarization of 
the topics discussed at the annual meet- 
ing. 


DETROIT 


Topic: “PRIORITIES” AND “THE 
PRODUCTION REQUIREMENTS 
PLAN” 

The first fall meeting of the Detroit 
Control for the 1942-1943 year was held 
at the Hotel Statler, Judge Woodward 
Room, on September 29. 

Two representatives of the War Pro- 
duction Board addressed the gathering— 
Mr. A. P. Whittman, Executive Assistant 
to the Priorities Regional Manager, WPB, 
spoke on “Priorities.” Mr. Roy C. Reichel, 
Regional Manager, PRP Section, WPB, 
spoke on “The Production Requirements 
Plan.” 

Reports were made by members who 
had attended the Eleventh Annual Meet- 
ing of The Controllers Institute of 
America, held at Chicago. 


DISTRICT OF COLUMBIA 


Topic: “INFLATION AS A FORM OF 
SABOTAGE” 

Postponed from September 22, because 
some of the Control members were at- 
tending the Eleventh Annual Meeting of 
The Institute in Chicago, the September 
meeting of the District of Columbia 
Control was held on September 29 at the 
Carlton Hotel. 
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Speaker of the evening was Professor 
Edward C. Acheson, Assistant Professor 
of Finance at George Washington Uni- 
versity. His subjec was: “Inflation as a 
Form of Sabotage.” 


KANSAS CITY 


Topic: PROGRAMS FOR CONTROL 
MEETINGS 

At the mid-summer meeting of the Pro- 
gram Committee of the Kansas City Con- 
trol, Chairman Mayben P. Newby reported 
the subjects for meetings in the order of 
their rank as voted upon by the members 
of the Control. The Revenue Act of 1942 
topped the list, and it is planned to have 
that meeting in November. For the October 
meeting it was planned to have a discussion 
on ‘Annual Reports to Stockholders, Em- 
ployees and the Public.” Members of the 
Control who prepare annual reports to 
stockholders and employees were to be 
asked to take copies of the reports to the 
meeting for open discussion. It is possible 
that the December meeting may be on the 
subject of war contracts. 

This program meeting in August was 
held at the home of President Alfred J. 
Blasco, in the recreation room. It was a 
huge success, especially at the close of the 
discussion when Mrs. Blasco served the 
members some very appetizing refreshments. 


Committees of Detroit Control 


Mr. George W. Schwarz, president of the 
Detroit Control, has appointed the follow- 
ing committees: 


Admissions Committee: Kenneth B. 
Coates, Great Lakes Steel Corporation; W. 
J. Gerick, Socony-Vacuum Oil Company; 
J. E. Hearst, S. S. Kresge Company. 

Program Committee: A. 1. Hawkins, The 
Timken-Detroit Axle Company; V. D. 
Hanna, Wolverine Tube Company; W. 
Gleich, McCord Radiator & Manufacturing 
Company. 

It has been decided that the regular 
monthly meetings will be held on the last 
Tuesday of each month. 


KANSAS CITY 


Topic: “NEW WARTIME PERSONNEL 
PROBLEMS” 

The first fall meeting of the Kansas City 
Control, held at the Kansas City Club, 
Monday Evening, September 14, 1942, 
started the season off with a great success. 
The speaker was Mr. F. M. Karches, Indus- 
trial Relations Director, Emerson Electric 
Manufacturing Company, St. Louis, Mis- 
souri. Mr. Karches’ subject was, “New 
War Time Personnel Problems.” 

In peace time, the Emerson Electric 
Manufacturing Company normally em- 
ploys 3,000 people. Their plants have 
now been converted into full time war 
production, and they employ 10,000 peo- 
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ple on two 10%-hour shifts. During the 
course of his talk, Mr. Karches touched 
on the following points: 


Lack of Leadership 
Disciplinary Problems 
Labor-Management Committees 
Morale in War Industry 
Women in Industry 

Negro Employment 

Wages War Labor Board 
Training Office and Factory 
Transportation 

Selective Service 


Mr. Karches is a very able speaker. His 
subject was exceedingly practical, and his 
entire talk was based on actual everyday 
experiences. There is quite a difference 
in accumulating vs. building an organiza- 
tion, as Mr. Karches pointed out. He 
also emphasized the importance and def- 
nite need for factual information on each 
employee. 

“I wish I were qualified to explain in 
more detail the many interesting phases 
covered in Mr. Karches’ address. We cer- 
tainly do recommend him as a speaker for 
other Controls, if it is possible for him 
to get away from his business,’ said Mr. 
H. E. Malmfeldt, Control Secretary, after 
the meeting. 

The meeting started promptly at six 
o'clock, and immediately following the 
dinner, the secretary discussed the Chi- 
cago Convention, and read a letter re- 
ceived from Mr. Tucker under date of 
September 11th, commenting on the pro- 
posed attendance at the annual meeting, 
and also conveying greetings to the 
Kansas City Control. 


MILWAUKEE 
Topic: “THE MARGINAL BALANCE 
THEORY—THE KEY TO PROF- 
ITS” 

First meeting of the season was held at 
the University Club on Tuesday evening, 
September 15, 1942, when members of 
the Milwaukee Control had the pleasure 
of listening to an address by Mr. G. 
Charter Harrison, Industrial Engineer, on 
“The Marginal Balance Theory-the Key to 
Profits.” 

Mr. Harrison has for many years been 
an exponent of Management Control 
Methods and Standard Costs and is well 
known in this field. The subject matter 
of his address proved a valuable stim- 
ulant to the thinking of those present. 


NEW ENGLAND 
Topic: “ELEVENTH ANNUAL MEET- 
ING OF THE CONTROLLERS IN- 
STITUTE” 
The New England Control met on Sep- 
tember 29 at the University Club, Boston 


to hear a report on the Eleventh Annual 
Meeting of The Controllers Institute of 
America held in Chicago. 

Members who attended the Chicago 
meeting gave a series of short talks on va- 
rious phases of the work done there. 


PHILADELPHIA 

Topic: ROUND TABLE DISCUSSION 

The Philadelphia Control met on Octo- 
ber 1 at the Ritz-Carlton Hotel for a 
round table discussion designed to bring 
out problems faced by member control- 
lers, as well as to elicit suggested solu- 
tions to those problems from other mem- 
bers. 

Mr. Thomas S. Lever, Jr., Controller of 
the Philadelphia Gas Works Company, 
was chairman of the meeting. 


ROCHESTER 
Topic: “HIGHLIGHTS OF THE 1942 
CHICAGO CONVENTION” 

The Rochester Control met on Septem- 
ber 30 at the Rochester Club for a meet- 
ing devoted to discussion of “Highlights 
of the 1942 Chicago Convention.” 

Mr. W. L. Jordan, Controller, Roches- 
ter Products Division of General Motors 
Corporation, was discussion leader. Brief 
reports were given by members of the 
Control who attended the national con- 
vention, with particular reference to the 
convention’s consideration of the follow- 
ing topics: 

What Can Business Expect in 1943? 

Capitalism After the War 

Government Wartime 

quired From Business 

Cost Accounting as Applied to War 

Production 
Renegotiation and Price Adjustment of 
War Contracts 

Civilian Goods Inventory Limitation 

Price Control Problems Under G.M.P.R. 

Post-war Controllership 

1942 Federal Revenue Bill 


SAN FRANCISCO 

Topic: “PRICE RELIEF AND RENE- 
GOTIATION OF CONTRACTS” 

The first regular monthly meeting of 
the new fiscal year of the San Francisco 
Control was held on Tuesday, September 
15th, 6:30 p.m., at the St. Francis Hotel. 
Attending were 21 members and two 
guests. 

President Jones opened the meeting by 
announcing the Committees for the cur- 
rent year as follows: 

Program: Wm. Webster, Chairman, T. Gar- 
trell, Wm. Herbert Carr, Adrian Metz- 
ger. 

Admissions: Walter L. Eggert, Chairman, 
C. C. Gibson, Leonard W. Hughes, J. 
Howard White. 

Membership: Cloyd O. Dawson, Chairman, 
George F. Gephart, W. T. Werschkull, 
John R. McKee. 
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Reports Re- 


Tax and Legislative: E. V. Mills, Chairman, 

P. A. Hoyt, Robert M. Douglas. 
Attendance: Victor G. Gendron, Chairman, 

L. R. Abercrombie, George H. Engels, 

Ralph C. Wamser. 

The meeting was turned over to Walter 
Eggert, who acted as Chairman for the 
discussions of three subjects introduced 
by the following members of the Control: 


“Price Relief Under the General Max- 
imum Price Regulations’—Wm. H. Carr. 

“Renegotiation of Government Con- 
tracts’ —T. Gartrell. 

“Destruction of Old Records’”—A. Met- 
zger. 

Many points of valuable information 
were brought out in the very active dis- 
cussions which followed each subject. 


ST. LOUIS 
Topic: “GOVERNMENT RULES REL- 
ATIVE TO PRIORITIES AND RE- 
PORTS REQUIRED BY THE WAR 
PRODUCTION BOARD” 

The September meeting of the St. Louis 
Control was held on September 28 at the 
Missouri Athletic Club. 

Mr. L. E. Crandall, Deputy Director 
for the Seventh Region of the War Pro- 
duction Board, addressed the Control in 
connection with the current status of gov- 
ernment rules relative to priorities and 
reports required by the War Production 
Board. A question and answer period fol- 
lowed his address. 


TWIN CITIES 


Topic: “PRIORITIES PAST, PRESENT 
AND FUTURE” 

The regular monthly meeting of the 
Twin Cities Control was held at the Min- 
neapolis Athletic Club on Tuesday eve- 
ning, September 15, 1942, dinner being 
served at 6:30 p.m. 

President C. W. Perrine presided and 
made a strong appeal for companies rep- 
resented in the membership to invest sub- 
stantial sums in Series F and G War Sav- 
ings Bonds. 

The membership present was canvassed 
regarding their attendance at the annual 
meeting of The Institute to be held in 
Chicago commencing September 21st. The 
response indicated that the local Control 
would be well represented. 

The President appointed Mr. R. J. 
Semsch, Chairman of the Program Com- 
mittee, and Mr. F. J. Hickling, Chairman 
of the Admissions Committee, and em- 
powered each Chairman to select other 
members to serve on these Committees. 

The scheduled guest speaker, Mr. Kies- 
ner, District Manager of the Priorities 
Division of the War Production Board, 
was unable to be present. Mr. Garland 
Selby of the same agency kindly consented 
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to address the meeting, and spoke on the 
subject “Priorities Past, Present and Fu- 
ture.” The speaker discussed some of the 
problems of the Priorities Division in in- 
tegrating the complexities of various busi- 
nesses into one unit under one manage- 
ment and maintaining flexibility despite 
the constantly changing demands. He 
stated that since Pearl Harbor production 
of war essentials had increased 350 per 
cent. in spite of changes in designs and 
equipment, and added that if the War 
Production Board could control 90 per 
cent. of labor and equipment, the job is 
as good as completed. 

At the conclusion of his talk, Mr. 
Selby answered several questions, and the 
meeting adjourned at 10:45 P.M. 


CINCINNATI 
Topic: “CURRENT TECHNICAL RE- 
SEARCH” 

The October meeting of the Cincinnati 
Control was held on October 13 at The 
Netherland Plaza Hotel. The speaker of 
the evening was Dr. Latimer D. Myers, 
Director of Basic Research, Emery Indus- 
tries, Incorporated. His subject was -‘“Cur- 
rent Technical Research.” A subject of 
such broad interest and so able a speaker 
attracted a good attendance of members 
and guests. 


DAYTON 
Topic: “PROCUREMENT OF MATE- 
RIAL” 

At the regular monthly meeting of the 
Dayton Control, which was held at the 
Van Cleve Hotel on October 8, Mr. War- 
ren Webster, secretary and treasurer of 
the Joyce-Cridland Company and _ vice- 
president of the Control, led a discussion 
on the procurement of material. The 
ground covered was control of material, 
inventory and the procuring of material 
and capital equipment, application for 
certificate of necessity, and the material 
allocation system. 








AS CAPTAIN 


Another addition has been | 
made to the list of members of | 
| The Controllers Institute of 
America who are serving the 
United States, in uniform. 
Arthur L. Cable, formerly of 
the Western Auto Supply 
Company of Los Angeles, has 
been commissioned as a Cap- | 
tain and is in training at the 
Army Finance School, Duke 
University, Durham, North 
Carolina. 











BALTIMORE 

Topic: “THE 1942 REVENUE ACT” 

The chairman of the Program Commit- 
tee of the Baltimore Control, Mr. F. Earl 
Reuwer, of W. T. Cowan, Incorporated, 
arranged a Round Table discussion on the 
1942 Revenue Act for the monthly meet- 
ing of the Control which was held on Oc- 
tober 14 at the Lord Baltimore Hoiel. 
Each member had been requested to sub- 
mit at least one question to Mr. Reuwer 
in advance. . 


MILWAUKEE 
Topic: “PRIORITIES AND ALLOCA- 
TIONS” 

Mr. Lewis K. McElhaney, chief of the 
Bureau of Priorities, Milwaukee District, 
War Production Board, was the speaker 
at the regular monthly meeting of the 
Milwaukee Control. It was held on Oc- 
tober 13 at the University Club, and many 
questions on troublesome methods of pro- 
cedure were straightened out. 


BRIDGEPORT 
Topic: “WAR CONTRACT FINANC- 
ING AND WAR CONTRACT COST” 
The Bridgeport Control held its first 
meeting of the season at the University 
Club in Bridgeport on October 7. The 
speaker of the evening was Mr. George 
J. Thomas, now a member of the New 
England Control, and formerly a director 
of the New York City Control. Members 
of The Institute will also remember him 
as the Chairman of the War Conference 
of Controllers held in New York at the 
Waldorf-Astoria last April. Mr. Thomas 
is now with National Fireworks, Incorpo- 
rated, West Hanover, Massachusetts, and 
is treasurer of the subsidiary companies— 
Collier Corporation and Patterson Arms 
Company of Springfield, Massachusetts. 
He has had wide experience with this sub- 
ject and presented many items of interest 
to the members of the Bridgeport Con- 
trol. 


EXECUTIVE AND BUDGET 
COMMITTEES NAMED 


President T. C. McCobb, of The Con- 
trollers Institute of America, has named 
two of the committees which will serve 
The Institute during the coming year, as 
follows: 


Executive Committee: George R. Drys- 
dale, Phelps Dodge Corporation, 40 Wall 
Street, New York, New York, Chairman; 
Cecil W. Borton, Irving Trust Company, 
One Wall Street, New York, New York; 
H. F. Elberfeld, Colgate-Palmolive-Pcet 
Company, 105 Hudson Street, Jersey City, 
New Jersey; Warren L. Mille, American 
Locomotive Company, 30 Church Street, 
New York, New York; Lewis D. Parmelee, 
Atlantic Gulf & West Indies Steamship 
a Pier 13, East River, New York, New 
York. 


Budget and Finance Committee: C. Ellis 
Spencer, Crompton & Knowles Loom 
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Works, Worcester, Massachusetts, Chair- 
man; Thomas L. Evans, Weston Electrical 
Instrument Corporation, 614 Frelinghuysen 
Avenue, Newark, New Jersey; Wilford H, 
Swinney, West Penn Power Company, 14 
Wood Street, Pittsburgh, Pennsylvania. 





— See 
INSTITUTE COMMITTEE 
REPORTS ON WARTIME 


| (Continued from page 459) | 











depend the steps that are taken to pre- 
pare for the future and for meeting 
coming changed conditions so far as 
they can be envisioned at this time. A 
distinct challenge to controllers—this 
effort to foresee what conditions will 
be, and how soon they will present 
themselves.” 

The committee emphasizes that 
“winning the war is the first considera- 
tion.” 

Further studies, and possibly sup- 
plemental reports, may be found to be 
necessary and helpful. This current re- 
port, it is believed, will be of imme- 
diate usefulness not only to controllers 
but to business managements generally. 
Many controllers are obtaining extra 
copies for distribution among their 
company officers and directors. 





Positions Wanted 











Accountant-Engineer 


Present location six years as consultant, 
tax and management problems. Four years 
executive small manufacturer. Two years 
on staff management engineers. Certified 
public accountant, graduate civil engineer, 
licensed United States Treasury. Age 34, 
married. Interested permanency in vital 
industry, as controller or similar position. 
$8,000 per annum. Confidential. Ad- 
dress No. 395, ‘““The Controller.” 


Institute on Federal Taxation 


New York University is to conduct a 
Fall Institute on Federal Taxation, No- 
vember 30 to December 11, inclusive, for 
attorneys, accountants, corporate officers 
and trust officers. 


Accounting Bulletin on Renegotiation 

“The Renegotiation of War Contracts” 
is the title of a bulletin issued by the 
American Institute of Accountants. It is 
No. 15 in its series of Accounting Re- 
search Bulletins. 
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NO MILITARY SECRET... 


» your office helps in the attack! 


The angry roar of guns and the 
busy hum of office machines are 
first cousins in more than sound. 

For the factories that once 
made office machines are now 
hard at work turning out weapons. 


America’s great office machine 
.of which Underwood 
Elliott Fisher is proud to be a 


industry ‘ 


part...is now devoting practi- 
cally all its manufacturing skill 
and experience to the production 


of war materials. 


We possess this great industry 





only because in offices like yours 
energetic, resourceful workers 
insist on modern machine meth- 
ods . . . only because America’s 
office workers lead the world in 
efficiency. So, in a very direct 
sense, your office is equipping 
fighters and to your officeworkers 
goes the credit. 


Underwood Elliott Fisher 


Helps Speed The Nation’s Victory 


eAnd here is our promise to such workers, 


several million of them our valued customers. 


No matter what the difficulties, our main- 
tenance service will continue undiminished 
from coast to coast. 


We shall continue to provide spare parts 

. as well as acomplete line of carbon paper 
and ribbons, unsurpassed in quality, for every 
make of office machine 


And we shall continue to devise and sug- 
gest nethods for conserving their typewriters, 
adding and accounting machines and for oper- 
ating these machines with greater efficiency. 





Underwood Elliott Fisher Company ¢ One Park Avenue, New York, N. Y. 


ENLIST YOUR DOLLARS... 


BUY MORE WAR BONDS..,, 


TO SHORTEN THE DURATION! 





Our Hat's In The Ring... AGAIN 


This is our third war since 1871 —and the makers 
of La Monte Safety Paper are proud to be serving 
America, today —as never before. » » Many may 
wonder how vital a part Check Paper plays in the 
winning of a war. Think for a minute of what 
goes on behind the battle lines, in the field of 
production. Just as our standing army has been 
increased from thousands to a war-time strength 
of millions—everything here is multiplied enor- 
mously — men, materials and “output” reaching 


staggering figures. » » All this must be paid for 


— with checks used in over 90% of these trans- 
actions. » » And since La Monte Safety Paper is 
regarded us America’s outstanding Check Paper — 
being preferred by leading banks, business houses 
and many departments of our Feder] and State 
Governments — our product is, today, more in de- 
mand than ever. » » These are times when every- 
one must safeguard against loss... delays... 


confusion. Are your checks fully protected? Ask 


your lithographer or printer to show you samples 


of La Monte Safety Papers. 


LA MONTE SZofodg PAPER 


GEORGE LA MONTE & SO 


WS 











